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Any branch bank manager, consulted by his customers about unit trust 
investments, need have no hesitation in recommending any of the 


Fifteen Moorgate Group of Unit Trusts 


These trusts are managed by Fifteen Moorgate Unit Trusts Ltd., a company closely associated with 
Dawnay Day & Co. Ltd., merchant bankers, and are notable for their flexible management powers. 
Each spreads its funds over an extensive list of first-class stocks and shares, and the portfolios taken 
as a group include 197 different securities arranged in carefully selected categorics which cover 
virtually the whole field of prudent investment. 

The Trusts, with their approximate gross annual yields, based on current sub-unit prices and the 
dividends paid last year, are :— ‘ 


Security First Trust ....ccccccceces cOb% ovident Investors Trust ..... 
Hundred Securities Trust .... roe vestors Gold Share Trust 
Investors 2nd General Trust... oe Investors Flexible Trust...... 


An investment spread evenly over all six trusts yields on the same basis 
Full particulars of all these Trusts are given in the official 
handbook which is the basis of all transactions, 


FIFTEEN MOORGATE UNIT TRUSTS LTD., 15, Moorgate, London, E.C.2 
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OF CREDIT IN TOURIST 

LIRE available at a con- 
siderable saving 


HOTEL AND PETROL COUPONS 


50-70°,, reductions on railway fares 
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Chairman of the National Provincial Bank, who has been elected Chairman 
of the Committee of London Clearing Bankers for the ensuing year) 








112 THE BANKER 


A Banker’s Diary 


Mid-March—Mid-April 


CONDITIONS have remained very easy. Karly in April 
money Was at times almost unlendable, and even loans 
against banks could be obtained at } per 
The Money cent. The market were obtaining better 
Market supplies of Treasury Bills, for with the 
opening of a new financial year weekly 
allotments of new bills have risen to £50 millions, while 
the market obtained over 50 per cent. of its applications as 
against less than 20 per cent.in January. Still, during the 
first ten days of April maturities were equally heavy, and 
so the market was left with insufficient bills to meet the full 
needs of the banks. By mid-April, however, issues of new 
lreasury Bills were beginning to exceed maturities, while 
the average tender rate also became fractionally higher, 
though still little above per cent. The market ought 
not to be so short of bills as it was during the first three 
months of the calendar year. The end of the quarter 
passed easily enough, in spite of heavy payments for new 
freasury Bills on March 31, and a complete absence of 
maturities. The market had been able to arrange to be 
supplied with sufficient funds on that day, as bills were 
previously sold forward to the banks, for payment and 
delivery on that day 


fue Easter expansion in the note circulation amounted 
to £17-7 millions. This figure compares with one of only 
{10-0 millions for 1937 and £17-0 millions 

Easter in 1936. Last year Easter came at the end 
Currency of March, and this early date probably 
explains the apparent disinclination of 

the public to spend so freely as in either of the other two 
years. This year’s expansion of £17-7 millions is barely 
greater than that of 1936. Now railway fares and prices 
generally are higher than they were two years ago, while 
the weather both before and during Easter was unusually 
good. Bearing all these facts in mind, it looks as if 
this vear the recession may have had some effect upon 
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holiday expenditure. Otherwise it would have been 
reasonable to expect this year’s Easter currency re- 
quirements to have run ahead of those of two vears ago. 


Tue London market was nervous and restricted during 
the early part of April. The Paris rate hovered at just 
over Frs. 160, but in spite of the vicissitudes 
leading up to the fall of M. Blum’s second 
Government, there was no serious flight 
from the franc. The truth is that there is 
little French capital left of a form sufficiently liquid to fly 

from the country. The New York rate was steady at 
about $4-96, which is the new level established as one 
of the repercussions of the German absorption of Austria. 
Fresh weakness in Wall Street at the end of March 
prevented any further strengthening of the dollar, while 
the rate has also been kept steady first by gold shipments 
from Belgium and more recently by arbitrage gold 
purchases in London for shipment to New York. On 
April 7 the unusually large amount of {1,004,000 of gold 
was sudde nly released by the authorities to the London 
bullion market, and most of it was bought up by arbit- 
rageurs. The belga was at the export gold point ot 
bel. 5:94 to the dollar until late in March, and gold went 
both to London and New York, but it has since improved 
and gold shipments have ceased. At the end of March 
there was a sudden relapse of the Shanghai exchange rate 
from 143d. to 11d. The reason was the temporary break- 

down of the agreement between the Shanghai banks to 
enforce a minimum rate of 12d., and the banks explained 
that this was due to the meagre supplies of exchange 
released by the Chinese Government authorities. A few 
days later the Chinese authorities stated that their 
exchange allotments were adequate in comparison with 
the actual requirements of the first two months of the 
year, and the rate has since recovered to just over 13d. 
to the Chinese dollar. 


The 
Foreign 
Exchanges 


THE Rupee Exchange which has been steady at 1s. 63d. 
since May, 1935, weakened on April 12 when it was 
learned that the Reserve Bank of India 

The Rupee had accepted sterling tenders of £10,000 
Exchange at Is. 6,d., thus lowering its previous 

minimum buying rate for sterling by sd. 
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For some time past the Bank has had difficulty in 
obtaining its full sterling requirements at Is. 61d., the 
tenders from week to week varying very considerably 
in amount, in accordance only with the Exchange Bank’s 
needs to cover their purchases of sterling export bills 
In the main the local balances of the Banks have been 
sufficient to finance such seasonal activity as has been 
present and an inducement to the transfer of sterling 
funds to India which has been offered by the gradual 
rise in the 3 months’ Treasury Bill rate from December 
onwards has had little effect. Though the rate has risen 
from ? per cent. to over I3 per cent. per annum, the 
absence of definite steps by the Reserve Bank to influence 
exchange by making money tight has caused the amount 
of sterling tenders to remain uncertain, applications in 
some weeks amounting to £44 millions, as against £8,000 
on April 5. While it has been evident for some time that 
the trade balance in favour of India and Burma has been 
declining owing to the eftect of the world-wide recession 
in commodity prices, it had been hoped that the usual 
export activity from November to March would provide 
a sufficient surplus in 1937-8 to allow the Reserve Bank 
to purchase enough sterling to fulfill the Government’s 
remittance programme of £37 millions. This hope has 
now been falsified, for actual purchases amounted to 
only £255 millions. This means that on balance the 
Bank has been compelled to utilise its sterling reserves 
and the item Balances Held Abroad in its Weekly State- 
ment reveals a decline from £18-6 millionson April 7, 1937 
to {4-1 millions on April 8, 1938. The visible balance 
of trade in favour of India and Burma similarly shows 
a decline for the eleven months period (April-February 

from Ks. 82 crores in 1936-7 to about Rs. 50 crores in 
1937-8. It was estimated that to meet her external 
obligations in full India required prior to the separation 
of Burma a favourable balance of between Rs. 70 and 
Rs. 8o crores annually. Unless therefore export values im- 
prove, or an increase in Gold Sales from India takes place, 

the tendency will be for the rupee to weaken still further 
against sterling, though no question of the abandonment 
of the present ratio of Is. 6d., to which the Indian Govern- 
ment are firmly committed, will arise. It must be remem- 
bered that the power of the Secretary of State to raise loans 
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in this country to a total of £44 millions is still extant, 
while the Reserve Bank’s combined sterling and gold 
assets amount to about {roo millions, though the utilisation 
of the latter to the full would necessarily call for amend- 
ments to the statutory obligations of the Central Banks. 


Just before the end of March the American Treasury 
announced its decision to cease buying Mexican silver, 
whereas previously it had been buying at the rate of 
. _ 5,000,000 ounces a month. This decision 
The Reaction Was generally regarded as an act of retalia- 
in Silver : Mt Besse: 
tion for Mexico’s expropriation of the 
foreign oil interests, but it may well have been a reply to 
the Mexican unpegging of the peso, and that currency’s 
subsequent depreciation. Washington was naturally dis- 
turbed by this, as at the New Year the American Treasury 
had made a special purchase of silver from Mexico in 
order to establish the Mexican Exchange Fund, and so it 
seemed rather hard that the peso should be allowed to slide 
to the detriment of American exports. Simultaneously 
with the American decision to cease buying Mexican 
silver, the New York price was reduced from 45 to 43 
cents an ounce. This reduction, together with the 
threatened slumping of the whole of Mexico’s silver 
output upon the world markets naturally depressed the 
London price of silver, which between March 24 and 
March 30 fell from 203d. to 183d. per ounce. Since then, 
however, there has been a moderate recovery to 18}2d. per 
ounce, possibly because it was known that Bombay 
stocks were low. Mr. Morgenthau has also announced 
that he does not feel precluded from buying Mexican 
silver in the world markets. Finally, the past year’s 
set-back in non-ferrous metal prices may reduce the 
current year’s production of silver, and taking world 
supply and demand as a whole, there may not be any 
serious surplus of silver. 


THE March returns of the London clearing banks usually 
reflect the culmination of the spring drop in deposits and 
March discounts, due to the first quarter’s revenue 
Clearing surplus; and in spite of rearmament expen- 
Bank diture during March, this year is no excep- 
Averages tion. The total drop in deposits between 
December and March was from £2,330°4 to {£2,253°7 
K 
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millions, while during the same three months discounts fell 
from {£300°I to £238°6 millions. The simultaneous 
contraction in tender issues of Treasury Bills was from 
£622 to £512 millions. Between February and March, 
deposits fell by {£26°3 millions, and discounts by 
£49°3 millions. Cash has remained practically un- 
changed, except for a temporary increase to £250°9 
millions in January, for in December it stood at £244°2 
millions, in February at £242°5 and in March at {244°2 

millions. Advances have heen consistently rising since 
January, which was the first month when this item was 
free of the French credit. The January total was £965 °5 
millions, while in February it was £979°7 millions and in 
March {£995°2 millions. Investments have shown little 
change during — months, the March total being 
£634°0 mi lions. The spring contraction in deposits has 
raised the ratio of cash to deposits to 10°8 per cent., but 
now that the period of heavy revenue collection is over, 
an increase in deposits and reduction in the cash ratio 

may be expected, as the banks come to replenish these 


holdings of Treasury Bills. 


Imports for March were £84-9 millions, compared with 
£757 millions in Fet sruary and £82-9 millions in Mar eh 
1937. &xports of British goods were £42°2 

Overseas millions, compared with £37°5 millions in 
Trade February, and to £43-5 mil itions j in March, 


1937. the returns suggest that imports 
are well maintained, for while they are still greater in 


value than a year ago, prices are now lower. This there- 
a suggests an increase in volume. In value, the main 

ncreases since last year are in meat, dairy produce and 
icnnate and iron and steel. There are big decreases in 
raw cotton and non-ferrous metals, but these reflect the 
year’s fall in prices. Exports are more disappointing. 
There is a welcome increase in exports of coal and 
machinery and vehicles, but exports of textiles are lower 
than a year ago. The influences of the year’s fall in 
prices, the recession since the autumn and the prior 
claims of rearmament upon certain sections of home 
industry are apparent in the returns. 
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After Austria 
By W. G. J. Knop 


ITH the immediate political harvest of their Aus- 

\X/ trian triumph safely reaped the Nazi authorities 
have settled down to the sober task of bringing 

Austria into line with the old Reich. A 99-7 per cent. 
favourable vote perhaps reflects too optimistic an estimate 
of the political problems of firmly establishing Nazi rule 
in Germany’s newest province; yet these are certainly 
simple compared with the problems created by the 
economic revolution into which Austria has been plunged. 

Indeed, the Nazis have little faith in the theory that 
a good wine must mature slowly. If their actions were 
primarily dictated by a desire for a peaceful advancement 
of the well-being of the German people, and not by a 
highly potent Machipolitik complex, then the incorpora- 
tion of Austria into the Reich would have proceeded on 
very different lines. The most efficient and the most 
mutually beneficial method would have been to keep 
Austria for a year or two as a separate economic unit, 
during which time the economic adjustment could have 
been effected with a minimum of cost to either country. 
As it was, the political confidence crisis through which 
the Nazi regime had been passing since the beginning of 
the year made it desirable that the tremendous propa- 
ganda of the Anschluss should not be dissipated by a 
process of piecemeal annexation. 

For this reason everything was carried through with 
ruthless suddenness—political control, the military occu- 
pation, the introduction of German economic and financial 
laws, the persecution of the Jewish community and its 
important business interests, and the replacement of the 
Schilling by the Reichsmark. The only concession 
toward a smooth transition has been the maintenance of 
the customs barrier for the export of German goods to 
Austria. But even this insignificant restriction is not 
expected to last for more than a few weeks 

The costliness of this excessive haste is, of course, not 
yet apparent—partly because it is still too early, partly 
because the economic advantages for Austria of the 

K2 
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union are more easily apparent than its disadvantages 
to the whole of the Reich. 

A very large proportion of Austria’s trade with South- 
East Europe has been passing through the hands of Jews 
who had a highly specialised knowledge of Balkan 
languages and business usages. The repressive measures 
taken against the Jewish community must, therefore, be 
expected to act as a serious check on the German trade 
drive in the Balkans. Altogether it is becoming clear 
that fears of Germany virtually monopolising the foreign 
trade of the Balkan countries have been greatly exagger- 
ated. Apart from the loss of Austrian trade resulting 
from anti-Jewish measures and the introduction of 
exchange restrictions, Austrian firms which previously 
were forced to export to Hungary or Jugoslavia, because 
their home market was too restricted, are now able to sell 
in the large German market. They are, in fact, com- 
pletely swamped with orders from the Reich—especially 
since their products are generally of a high standard, in 
sharp contrast to the poor quality of the average German 
industrial product of to-day, which has gone through the 
mill of the Four Year Plan. 

The German authorities are busy reminding Austrian 
exporters that exporting is a national duty, even if it 
means smaller profits than selling to the Reich. The 
tendency toward smaller exports as such, however, is not 
likely to be reversed by any official efforts—particularly 
since the German Government itself is preventing the 
export abroad of those raw materials from Austria (wood, 
iron ore) of which there is a notable deficiency in Germany. 
Add to this such factors as the U.S.A. revocation of the 
Most Favoured Nation clause in respect of Austrian goods 
and the reluctance of many countries to purchase German 
goods, and it is clear that only a fraction of Austria's 
former foreign trade will help to swell Greater Germany's 
exports. 

On the other hand, the raw material requirements 
for the enormous capital development and rearmament 
programme which Germany has embarked upon in Austria 
will be greatly in excess of Austria’s needs during the 
period since the War. While, therefore, it is quite true 
that Germany has been considerably strengthened by 
the addition of Austria’s gold, foreign exchange and raw 











io — ™ 8 8a eller le 


Seat Pedi | 


— (Y 


ve or ee TY eS. CCUG 


rw" 


Av 


M2 V2 oe VF 8 ef 


= ~~ wiir ee 


AFTER AUSTRIA 119 


material reserves, it is also true that these reserves will 
not remain untouched. 

In addition to the specific exchange problems created 
by the annexation of Austria, Germany’s devisen policy 
has entered into an altogether new stage. Hitherto the 
efforts of the Reichsbank authorities have been directed 
toward keeping Germany’s imports of foreign raw 
materials, and especially of foreign manufactures, as low 
as possible, and during the last two years this policy has 
produced export surpluses of considerable size. Even 
so, and despite the fact that German industry was 
suffering from a chronic lack of raw material supplies, 
not all imported raw materials were made available for 
consumption. A small proportion was set aside to form 
a hidden reserve, a reserve which, while it cannot be 
called large, has done much to allay the military authori- 
ties’ fear that Germany might one day find herself at 
war without the smallest raw material stocks. 

To-day this policy of a severe restriction of imports 
of raw materials and finished products is no longer 
regarded as advisable by Field Marshal Goering and 
Dr. Funk, the two persons solely responsible for Germany’s 
economic policy. 

For several months German industry has been in a 
state of full employment. With a few insignificant 
exceptions, its productive capacity is being utilised to its 
maximum limit and, where that is not the case, shortage of 
labour is preventing the maximum technical employment 
from being reached. Yet the demands upon industry 
continue to increase, although necessarily more slowly 
than in the earlier years of Germany’s state financed 
recovery. Rearmament has reached a stage where 
construction and production for extension is accompanied 
by a heavy need for current replacements. And while 
the building trade is already fully occupied with orders 
for military construction, housing, road building, etc., 
it is now in addition being called upon to carry out the 
mammoth schemes for the rebuilding of Germany’s great 
cities, schemes involving an expenditure of many milliards 
and the use of hundreds of thousands of tons of steel. 
Then there are the railways, which during the last five 
years have been allowed to fall into a state of disrepair 
and which are now due for a programme of extensive 
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capital replacement. Finally, the last five years of 
continually rising industrial activity have imposed a 
heavy strain on Germany’s machinery of production, so 
that here too the demand for renewal of machinery has 
added a fresh stimulus to the high level of activity in the 
capital goods industries. 

These, together with many minor factors, have been 
responsible for an extremely powerful tendency to 
expansion in German industry. There is scarcely a 
factory which is not trying to extend its premises and lay 
down new plant. Yet only a few are lucky enough to 
find a building or engineering firm able to accept their 
orders. 

Now the dangers of this state of affairs are obvious. 
While the discrepancy between demand and _ supply 
becomes constantly larger, the German authorities are 
finding it increasingly difficult to prevent the open out- 
break of inflationary symptoms. Even the strictest 
control of prices and wages must finally prove ineffective 
where a tremendous and increasing demand is made on 
a limited productive capacity. And no matter what are 
the powers of the totalitarian state, they cannot do away 
with the fundamental fact that there are only three 
ways of arresting inflationary tendencies. First, by 
importing from abroad the industrial equipment and the 
consumption goods which domestic productive machinery 
is unable to produce; second, by keeping demand itself 
in check; and third, by obtaining fresh elbow room for 
an expansion of production by territorial expansion, such 
as the annexation of Austria. 

The difficulties of the situation have at last come to 
be realised in Nazi circles, but only after Dr. Schacht for 
over two years has failed to convince them by his warning 
against pushing the boom too far. It is realised by Field 
Marshal Goering and Dr. Funk in particular, that while 
the utilisation of Austria’s considerable surplus productive 
capacity will make things a little easier for German 
industry, this relief can only be temporary. In fact, 
the huge capital development and rearmament schemes 
to be taken in hand there are likely before the end of the 
year to lead to an excess of demand over available supply 
similar to that existing in the old Reich to-day. 

In the circumstances, the German authorities find it 
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imperative to consider the two other possibilities of 
avoiding inflation, namely, an increase in imports or a 
restriction of demand. As tothe first, everything depends 
on the amount of foreign exchange which is available 
for additional imports. Is the {110,000,000 of gold 
foreign exchange and foreign assets already seized by the 
Reichsbank in Austria to be sacrificed for this purpose ? 

Dr. Schacht said “No,” pointing out that a fair 
proportion of it would have to be spent anyhow and 
that it would be both more effective and sounder to 
check inflation by monetary means. As a result Dr. 
Schacht has been deprived of yet another sphere of 
influence. The Devisen Offices, whose task it was to 
apportion foreign exchange to the various importers and 
which ultimately decided the size of German imports, 
have been transferred from the orbit of the Reichsbank 
to that of the Ministry of Finance. The head of this 
Ministry is Count Schwerin Krosigk, but all major 
decisions are controlled by Field Marshal Goering and 
Dr. Funk. In other words if Goering decides on an 
increase in imports, he can now do so without having 
to ask for Dr. Schacht’s co-operation. But while a 
decision for or against larger imports is one of outstanding 
importance from the point of view of Germany’s devisen 
situation, its scope is relatively too small for it to have 
a decisive influence on the inflationary trend. 

There remains, indeed, only one alternative for 
dealing successfully with the danger of inflation—the 
financing of a large part of public expenditure by “ special 
bills’ must cease. This method of short-term financing 
was reckless but not necessarily disastrous as long as the 
pumping of credit into the national economy was accom- 
panied by a corresponding increase in production. Any 
temporary discrepancies between the creation of credit 
and the production of goods could be prevented from 
showing itself in price changes through a strict official 
price control. As long as these conditions existed the 
negative results of the German short-term financing 
method were limited to the accumulation of a huge 
inflationary potential. Thus the present circulation of 
“ special bills” is nearly Rm. 23,000,000,000. 

To-day with German industry having reached the 
stage of full employment—human and _ technical—the 
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dangers of credit expansion are becoming obvious even 
to the professional optimists of the Nazi press. And for 
the first time since the Nazi advent to power the chairmen 
of the big banks at the recent bank meetings have raised 
a warning voice—tactfully, of course—against the con- 
tinuation of the financial policy of the Reich. 

To allay these apprehensions a change in the methods 
of financing was announced on March 11. In future the 
Reich was to issue six month Treasury Bills and no more 
Bills were to be issued than could be consolidated at 
maturity. In effect the attempt was to be made to finance 
all Government expenditure either by taxation or by 
long-term borrowing. 

Since then, as I forecast in the April number of THE 
BANKER, the German authorities have made it clear that 
they consider a fresh situation to have been brought 
about by the annexation of Austria, and that for the 
time being they will continue to finance part of their 
expenditure by “ special bills.’”’ As the bill holdings of 
the Austrian banks are only one-quarter of their book 
credits (in contrast to the German banks where bill 
holdings and book credits are about equal), there would 
certainly be no difficulty in placing these bills; but as 
I have pointed out before, the surplus capacity of 
Austria’s industry will not take long to be absorbed. 
At the utmost this point will be reached at the end of 
this year. 

The critical moment in Germany’s finances, therefore, 
is not far off, and everything depends on the answer 
to the question whether the leaders of Nazi economic 
policy will have the courage to switch over from financing 
by “special bills ’’ to long-term borrowing, seeing that 
in the nature of things this will mean a considerable 
scaling down of expenditure. 

Unfortunately it is none too easy to be hopeful on 
this score. For one thing, it is not easy to decide that 
the regime shall resign itself to a stable level of economic 
activity, when for five years it has been sunning itself 
in a triumphal progress of record achievements. Herr 
Hitler’s impatience to see his grandiose town-planning 
schemes put into shape (in Berlin alone some 20,000 
workers are engaged on the preliminary work), despite 
its obvious inadvisability from a Konjunktur point of 
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view, shows how serious are the obstacles in the way of 
a sound economic policy. 

This difficulty is aggravated by the fact that with 
the switch over from the “ special bill’ to the Treasury 
Bill method of financing, Dr. Schacht has lost the last 
vestige of influence on Germany’s financial policy. He 
himself devised the new finance methods with the 
intention of creating an instrument of central financial 
control and in the hope that he might be entrusted with 
its direction. For one of the great weaknesses of the 
“special bill’’ system is its complete decentralisation. 
‘Special bills ’’ are issued independently by the various 
Government departments and all they have to do is to 
notify the Reichsbank of the amount issued. The 
Reichsbank, of course, has always the right to protest 
against any excessive lavishness—but since Dr. Schacht’s 
eclipse such protests have had even less effect than 
before. 

Against this the new Treasury Bill system has the 
great advantage that Bills can be issued only by the 
Ministry of Finance. Thus any Government department 
that wishes to spend over and above its allotted budget 
will have to apply for the necessary cash to the Ministry 
of Finance. And it is clear that if Dr. Schacht, as he 
was hoping, had been entrusted with the direction of 
this new centralised policy he would have been in a 
position to enforce far-reaching economies. As it is, 
however, the new instrument of financing is to be 
wielded by the nominees of General Goering. So in 
spite of the prospect of a definite administrative advance, 
the present apprehensions about Germany’s financial 
policy are likely to persist. 


Recovery of the Creditanstalt 


By a Correspondent 
The following article has been contributed by a leading 
authority on Austrian finance and banking who, for obvious 
reasons, has to remain nameless. 


ETWEEN the date of the Board Meeting of the 
Oesterreichischen Creditanstalt-Wiener Bankver- 
ein on March 5 to decide on the balance sheet, 
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and the shareholders’ meeting on March 25, Austria was 
annexed by Hitler. This forcible anschluss was justified 
on the German side by the argument, among others, 
that an independent Austria had no economic justifica- 
tion. The balance sheet of the leading Austrian bank— 
which at present is almost the only remaining bank in 
Austria—provides conclusive proof of the economic 
vaison d'etre of Austria. 

The Creditanstalt at present embraces about 80 per 
cent. of Austrian industries. The Bank has gradually 
absorbed almost all Austrian banks of standing, namely 
the Anglo-Austrian Bank, the Bodenkreditanstalt, the 
Unionbank, the Verkehrsbank, the Wiener Bankverein, 
and also the industrial group controlled by the Niederoe- 
sterreichischen Eskomptegesellschaft. The investment 
portfolio of the Creditanstalt to-day contains controlling 
shareholdings of almost all Austrian joint-stock companies 
of importance, and the annual report of the Bank there- 
fore provides a true picture of the Austrian economic 
situation. This picture was more favourable for 1937 
than ever before. It provided evidence of an all-round 
recovery in Austrian trade. The dividends of the various 
companies were increased, and in many instances the 
payment of dividend was resumed. The annual report 
of the Bank therefore clearly indicates the existence of 
prosperity. 

As everybody remembers, in 1931, the Creditanstalt 
underwent an eclipse which was without precedent in the 
history of banking. For a long time the question of 
whether the Bank should be liquidated altogether was 
under consideration. Extensive Government support 
made it possible to maintain the Bank, however, and six 
years later this institution, which had been condemned to 
death, was in a position to pay a dividend of 5 per cent. on 
all its shares, preference shares, redemption notes and 
deferred shares. Notwithstanding this, the profit brought 
forward from the previous year was carried forward to the 
new account. It would be impossible to imagine more 
convincing proof that the German argument that Austria 
had no economic justification for existence was without 
foundation. The improvement of the Austrian economic 
situation was brought about entirely by internal effort, 
without any foreign assistance. The 5 per cent. dividend 
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of the Creditanstalt indicates that Austrian business in 
general has produced a profit of at least 5 per cent., apart 
altogether from accumulations on reserve funds. The 
fact that Austria was working on a profitable basis was 
also confirmed by the surplus shown by the Austrian 
balance of payments since 1935. Thus it was the 
Austrian Republic and not the great German Reich that 
was able to overcome completely the world economic 
crisis and secure for itself a sound and safe economic 
future. 

The figures of the balance sheet of the Creditanstalt 
show how, within six years, a large Bank managed to 
overcome a grave crisis. The following are the leading 
items of the balance sheet for December 31, 1937 :-— 





Liabilities. In millions of Assets. In millions of 
schillings. schillings. 
Share capital (consisting Cash and bank balances... 38°4 
of 140,000 preference | Balances with foreign banks 7:1 
shares of 375 schillings Discounts .. oe .- 89:9 
and 194, 600 deferred | Securities .. - -. 68-9 
shares of 250 schillings) IOI-oO | Participations .. ss torg 
General reserve fund .. 3°0 ; Loans and advances oe 372°0 
Pensions reserve . i 3°6 | Mortgage loans .. » i979 
Deposits .. 139°4 Loans granted on the basis 
Current account and other of the Housing Law .. 50:2 
creditors ‘ 350°4 Real property .. ae 5°00 
Outstanding mortgage Equipment ee ++ 0*Q0000I 
bonds .. 8-1 
Bonds issued by virtue of 
the Housing Act oe 50:2 
Profit and Loss Account.. 13°4 
Fetal . ie ae 669°1 Total al +. 669-1 
The following is the Profit and Loss Account for December 31, 1937 :— 
Debit. In millions of Credit. In millions of 
schillings. schillings. 
Interest on deposits xe 3°3 Brought forward from 
Salaries .. ee os 10°9 1930 ee e° ee 1°9 
Pensions o°7 Interest oa - 24°4 
Taxes and local charges of Commissions oi 6:9 
staff 3 ‘ - 2°3 Profit on investments and 
General expenses a 4°0 participations .. 0°5 
Taxes and stamp duty .. 2°7 Profit on foreign exchange 
Allocation to the Oester- and mortgage business 3°9 
reichische Industrie- | Miscellaneous a és o°7 
kredit A.G. ea er 1-0 | 
Net profit.. mae sua 13°4 
Total hs i 38-3 | Total ea na 38°3 


The net profit for 1937 on a share capital of ror million 
schillings was no less “than 1I°5 million schillings, in 
addition to the amount of I: g million schillings brought 
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forward from 1936. Of the net profit, 3 million schillings 
was allocated to the reserve fund, 5-9 million was required 
for the 5 per cent. dividend, and 2-5 million was used for 
the repayment of the redemption notes. Although the 
members of the Board of Directors received a tantiéme of 
3 per cent., and an allocation was made in favour of a 
special reserve for mortgage bonds, nearly 2 million 
schillings, slightly more than in 1936, was carried forward 
to the new account. 

The favourable result was achieved through the 
recovery of Austrian trade during 1937. The turnover 
of the Bank during that year increased by about 25 per 
cent. against 1936. Notwithstanding this, the balance 
sheet total was 26 million schillings lower than at the end 
of 1936. This was owing to the decline in cash due to 
withdrawals for end-of-month requirements by the indus- 
trial undertakings. At _ end of 1937, cash and bank 
balances amounted to 38-4 million schillings, but this 
figure does not give a true picture of the extent of liquidity 
which prevailed throughout 1937 and continued during the 
first two months of 1938. The average cash assets 
of the Bank during 1937 amounted to about 70 million 
schillings, and rose at one time to more than 100 million 
schillings. After the turn of the year they increased 
rapidly once more to 86 million schillings. 

The revival of the demand for credit is indicated by 
the fact that loans and advances during 1937 were 
22 million schillings higher, even though the end-of-year 
figure of 372 million schillings shows a decline of 19 million 
schillings for the year. While current account debtors 
increased, the so-called participation debtors decreased by 
more than 40 million schillings. Properly speaking these 
assets constitute participations. The increase of current 
account debtors during 1937 was largely due to the grow- 
ing requirements of metal industries and trades, which 
were particularly prosperous during 1937, but_ the 
engineering, paper, timber, electrical and _ building 
industries also registered noteworthy increases. 

The profit on interest and commissions increased by 
2 million schillings, compared with 1936. On the other 
hand, the profit on security and foreign exchange tran- 
sactions decreased by 1-4 million schillings owing to the 
contraction in the volume of foreign exchange business 
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brought about by the development of exchange clearing in 
Central Europe. 

The favourable development of earnings produced 
interesting repercussions on the internal position of the 
Bank. In 1936 the capital of the Creditanstalt was 
reduced and part of the share capital was converted into 
140,000 redemption notes. Half of this number was to be 
repaid by drawing in the course of three years. As a 
result of the increase of the profit, it became possible to 
redeem during the first year nearly 39,000 redemption 
notes—that is, more than a quarter of the total number. 
The repurchase of these notes through the Bank continued 
on an increasing scale during the first months of 1938, 
and it is believed that by now, within 16 months of the 
inauguration of the scheme, all the 70,000 notes which 
were originally intended to be redeemed by the end of 1939 
have actually been redeemed. 

The total salaries have been materially reduced as a 
result of the policy aiming at a reduction of staff. During 
1937 this item declined by 2 million schillings, and the 
percentage of salaries to total expenditure was reduced 
from 69:9 to 64°5. 

The part of the report of the Bank which deals with 
the development of the industrial and commercial 
undertakings controlled by it throws further interesting 
light on the economic vitality of the former Austria. 
Following the example of the Bank itself, the leading 
industrial undertakings also decided to resume the pay- 
ment of dividends. In particular, the Alpine-Montan- 
gesellschaft is worth mentioning; it has declared a divi- 
dend of 4 per cent. for 1937. Other undertakings 
which have resumed dividend payments included the 
Schoeller-Bleckmann-Stahlwerke, the largest steel firm 
in Austria, the Steirische Gusstahlwerke A.G., the 
Semperit-Konzern, the Siemens-Konzern, and a number of 
smaller companies. The affiliates of the Creditanstalt— 
the Hauptbank fuer Tirol, the Vorarlberg-Tiroler Landes- 
bank and the Bank von Kaernten—also resumed dividend 
payments and declared 4 per cent. A large number of 
companies which until 1936 had worked at a loss showed 
no loss for 1937. Many of them were able to produce a 
profit, without, however, being able to pay a dividend. 
This is particularly noticeable in the case of the Danube 
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Navigation Co., which had had to receive a Government 
subsidy in the past but was able to balance its accounts for 
1937 without any subsidy. The outstanding surprise of 
the annual report of the Creditanstalt is the statement that 
the Oesterreichische Versicherungs A.G., which took over 
the business of the “‘ Phoenix ’”’ insurance combine, was 
able to balance its accounts without a loss. In 1936 it 
was necessary for the Government to guarantee a large 
amount of the liabilities of that combine, and it was 
assumed that it would take years for life insurance business 
to revive. It seems, however, that in spite of the eclipse 
of the Phoenix, the demand for insurance facilities in 
Austria has hardly suffered at all, and the volume of new 
insurance business during 1937 was not smaller than in 
previous years. The companies controlled by the Credit- 
anstalt which increased their dividends for 1937 included, 
among others, the Steyr-Daimler-Puch A.G., a number of 
hydro-electric companies, the Feinstahlwerke Traisen, the 
Maschinenfabrik Haid and some smaller companies. As 
the Creditanstalt participates in all these companies with 
large shareholdings, its profit derived from investments is 
bound to increase. 

The Creditstanstalt has been subject to criticism in 
recent years on the ground that it was too careful and did 
not adequately assist trade with a liberal credit policy. 
This reproach was undoubtedly justified, but the Creditan- 
stalt’s reply to the criticism was that it had no desire to 
assume risks similar to those assumed by the former 
management of the Bank. There is, however, a happy 
medium between the two extremes. Ever since 1932 the 
Creditanstalt has been reducing credits, and for a long 
time it was hardly prepared to grant any new credits to 
medium and small industries. Had it pursued a more 
liberal policy in this respect, the expansion of trade in 
Austria would have made much more satisfactory progress, 
and many people who are now dissatisfied with the regime 
owing to economic conditions could have obtained w vork. 
There is no indication in the report for 1937 that the only 
large Bank in Austria was in any way active in financing 
new enterprises. Nothing is said about the founding of 
new companies, and increases of capital were also very 
small in number. One of the most important duties of the 
Bank, which has accumulated a very large proportion of 
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Austrian capital, appears to have been neglected. More- 
over, when during the autumn of 1937 various industrial 
undertakings intended to issue debentures, the Creditan- 
stalt was afraid of losing some of its business, and declared 
itself against the attempts, which were eventually 
abandoned. As a result, an opportunity to increase 
employment through a revival of trade was missed. 
Although these facts are not evident from the last report, 
they must be borne in mind in order that a correct judg- 
ment may be formed on the activities of the Bank. 
Following upon the political change, the management 
of the Bank had to carry out changes dictated by National 
Socialist policy. Even before the change, the Creditan- 
stalt had pursued for four years the policy of reducing the 
number of its non-Aryan staff, especially those holding 
leading posts. During the last few weeks, however, this 
process has become accelerated because some of the 
members of the Executive had been in sympathy with the 
Governments of Dollfuss and Schuschnigg. The President 
of the Creditanstalt, the former Finance Minister, Dr. 
Weidenhoffer, resigned immediately after the change of 
regime. There were also changes in the Board of 
Directors. The Directors of the industrial section, Dr. 
Rottenberg and Dr. Pollak, had to resign, and also two 
non-Aryan members of the board. Among the former 
Executive Directors, only the General Manager, 
Dr. Joham, and Herr Heller, remain. Several non-Aryan 
members of the Board of Directors have resigned, and 
were replaced at the annual meeting by local National 
Socialists and also by two German National Socialists. 
The National Socialist regime has taken over a 
thoroughly sound leading bank, which has succeeded in 
overcoming all the consequences of the world economic 
crisis and its own crash. It will take over also a group of 
industrial concerns which has been put on a sound basis. 
The Creditanstait and the enterprises which it controls 
showed no more indication of the much-advertised 
“incapacity ’’ of Austria to live and prosper than the 
Austrian currency position, the budget, the balance of 
payments, or agriculture. Admittedly, the Creditanstalt 
could have done more towards relieving Austrian unem- 
ployment. Under National Socialist management the 
Bank will now be compelled against its will to embark 
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upon a policy of credit expansion which it has hitherto 
been reluctant to undertake even to a reasonable degree. 


Re-enter Dr. Schacht 


By Paul Einzig 
]) teens the last few months of 1937 and at the 


beginning of 1938, it looked as though Dr. Schacht 

had been eclipsed and had ceased to play the 
part of a leading factor in Germany. For months the 
betting was more or less even as to whether he would 
retire altogether from public life or whether he would 
retain nominally the position of Head of the Reichsbank 
without any real power. Events have proved both views 
to be wrong, for not only has Dr. Schacht retained his 
office of President of the Reichsbank—to which he has 
just been reappointed for a further period of four years— 
but he has evidently once more begun to play an important 
part in Germany’s economic, and even political, adminis- 
tration. It seems that after all Hitler has not dropped 
the pilot who guided Germany’s economic policy with such 
skill during the early years of the National Socialist 
regime. Nor has Dr. Schacht assumed the rdéle of 
Talleyrand by disappearing from public life in anticipation 
of a change in the régime. 

In order to understand Dr. Schacht’s return, it is 
necessary to examine the causes which led to his eclipse 
last year. These causes were manifold, and some of them, 
at any rate, were surrounded by a screen of secrecy. 
Some of them, on the other hand, can easily be guessed. 
There was in the first place Dr. Schacht’s opposition to 
excessive expenditure. For years he had been a frank 
critic of the National Socialist economic policy, which was 
based on the principle of producing to the maximum 
capacity of labour and raw material supply without 
allowing financial considerations to limit the extent of 
production. He did his utmost to apply the brake to 
unlimited expenditure, both for rearmament and for 
other purposes, but without success. By opposing various 
ambitious schemes he antagonised first the National 
Socialist party, then the Reichswehr, and eventually 
Hitler himself. The latter, who for years had supported 
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Dr. Schacht personally without at the same time support- 
ing the policy he stood for, resented Dr. Schacht’s opposi- 
tion to the gigantic building scheme which became for a 
time the Fiihrer’s favourite ambition. During 1937 it 
looked as though it would be difficult for Hitler to produce 
a spectacular success in the form of external expansion. 
The Berlin-Rome axis seemed to have checked expansion 
in Central Europe, while German intervention in Spain 
was making but slow progress. All the clauses of the 
Treaty of Versailles which could be repudiated by 
unilateral action without starting a war had already been 
repudiated. In the circumstances Hitler’s attention 
became focused on a gigantic scheme to rebuild Berlin 
and other large German cities. He practically lost 
interest in everything else for some time. Dr. Schacht 
viewed this new development with considerable concern. 
It meant that in addition to the colossal amounts spent on 
rearmament, which showed no signs of slackening, and to 
the expenditure involved in the Four Year Plan, he 
would have to find more milliards for the purpose of 
rebuilding the big cities. With his customary courage he 
declared himself emphatically opposed to the scheme, and 
thereby incurred Hitler’s displeasure. 

Dr. Schacht thus lost the powerful support which had 
maintained him in office notwithstanding the fact that 
among National Socialist party leaders he was the best- 
hated man in Germany. He resigned from the Ministry 
of National Economy, and it was generally believed that 
his term of office as President of the Reichsbank would 
come to an end on March 31, 1938. The name of his 
probable successor was freely discussed. Even though 
he continued to fulfil the functions of President of the 
Reichsbank, he becameconsiderably less activethan before. 
A foreign visitor who was received by him in his office 
found him reading Goethe. Even though Part II of 
“Faust ’? may contain useful information about the evil 
consequences of advanced inflation, it is doubtful whether 
the President of the Reichsbank would have found time for 
such instructive studies before his eclipse. Those who 
came across him at the monthly meetings of the Bank for 
International Settlements at Basle found him consider- 
ably subdued and not at all in his old fighting form. 

Dr. Schacht’s position, however, underwent a note- 
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worthy change soon after the Berchtesgaden Agreement in 
February, 1938. It was noticed in usually well-informed 
quarters that he was once more taking an active interest 
in the financial affairs of the Reich. There was less and 
less talk about his probable successor at the Reichsbank, 
and rumours that his star was rising again frequently 
found their way into the Press abroad. These rumours 
became confirmed in March when it was announced that 
Hitler had decided to renew Dr. Schacht’s term of office 
for a period of four years. 

The explanation of this change lay in the fact that, for 
the time being at any rate, Hitler had lost interest in his 
favourite architectural hobby. Ever since the Berchtes- 
gaden Agreement it had been evident that he was 
embarking on an active and aggressive policy in Central 
Europe, which required all his attention and energy. 
He no longer had time to spend days and weeks studying 
the plans of Berlin, Munich, Hamburg and the other 
leading cities. His mind was fully occupied by reports 
of the progress of Nazi activities in Austria, and the 
military preparations in South Germany for a decisive 
stroke when the time arrived for it. 

Thus the cause which was mainly responsible for 
Dr. Schacht’s eclipse had disappeared. While milliards 
were still needed for rearmament and for the Four Year 
Plan, Dr. Schacht was no longer called upon to provide 
additional milliards for the luxury of building gigantic 
monuments to Hitler in the form of reconstructed cities. 
Moreover, the progress in the reconstruction of savings in 
Germany made it possible to continue financing rearma- 
ment and the Four Year Plan without any fear of an 
advanced degree of crude currency inflation. Addressing 
the annual meeting of the Reichsbank, Dr. Schacht 
emphasised that the period of unorthodox financing of 
public expenditure was over, and that henceforth the 
financing operations would follow more or less the 
approved lines. Even though this was probably a mild 
exaggeration, there can be no doubt that German public 
finance is becoming less conspicuously unorthodox than it 
was during the early period of the National Socialist 
regime. 

In so far as the theory that Dr. Schacht himself wanted 
to withdraw from public life, following Talleyrand’s 
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example, is correct, recent developments have, from this 
point of view, fully justified him in changing his attitude. 
While towards the end of 1937, and even more during 
January, 1938, there seemed to be a fair possibility of the 
National Socialist regime being undermined by internal 
dissension and growing religious, military and other 
opposition, that possibility now seems to have dis- 
appeared. The conquest of Austria strengthened Hitler’s 
position and to a large degree disarmed his critics. In 
similar circumstances, Talleyrand would certainly have 
remained in office. 

From Hitler’s point of view it has now become more 
important than ever to retain Dr. Schacht’s valuable 
services. Apart altogether from the complicated financial 
problems arising from the Unification of Austria with the 
Reich, Dr. Schacht’s subtle genius is needed for the 
execution of the policy of economic penetration into the 
Danubian States. The method applied in the case of 
Austria cannot be applied in the case of other States where 
the predominant majority of the population would put up 
a desperate resistance to the German attacking forces. 
The ground has to be prepared by means of economic 
weapons. In order to secure political control it is necessary 
first to secure economic control of the countries of 
Central Europe and the Balkans, and for that purpose 
Dr. Schacht is indispensable. It is he who, by means of 
the skilful manipulation of exchange clearing agreements, 
has succeeded in recent years in increasing considerably 
German economic influence in Hungary, Roumania, 
Yugoslavia, Bulgaria, Greece and Turkey. Nobody would 
be in a position to carry on the work thus begun nearly so 
eficiently as Dr. Schacht. In such circumstances it 
would have been very short-sighted, from the point of 
view of Hitler’s expansionary policy, to let Dr. Schacht go, 
even if he wanted to go. 

When, some months ago, it looked as though Dr. 
Schacht’s departure was imminent, Germany’s creditors 
abroad viewed the anticipated change with much concern. 
Even though they had no reason whatever to be pleased 
with the treatment meted out to them by Dr. Schacht, 
they were afraid that while he had “‘ chastised them with 
whips ’’ his successor would ‘“‘ chastise them with scor- 
plons.”’ These fears, however, have not so far materialised, 
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since during the period of Dr. Schacht’s eclipse the 
standstill agreement was renewed on slightly improved 
terms. Nor were statements by Dr. Schacht’s successor 
at the Ministry of National Economy, Dr. Walther Funck, 
such as to cause anxiety. Nevertheless, Germany’s 
foreign creditors sighed with relief when it became evident 
that Dr. Schacht was after all remaining in office, and 
that he was regaining influence. These sentiments were 
no doubt justified, especially from the point of view of 
banking creditors, for whom Dr. Schacht, himself a 
banker, always wished to maintain preferential treat- 
ment compared with other categories of debtors. It 
would be a mistake, however, to attach too much import- 
ance to the return of Dr. Schacht as an active and 
influential factor in Germany. There is only one really 
important factor in Germany to-day, and that is Hitler 
himself. Those who in the past have been inclined to 
believe that while in Italy nobody counted but Mussolini, 
in Germany Hitler shared his power with Goering, 
Goebbels, Dr. Schacht, the Generals of the Reichswehr, the 
Senior Officials of the Civil Service and the leading 
industrialists who supported him before his advent to 
power, have completely misjudged the situation. It 
should now be evident that, when it comes to important 
decisions, Hitler is the only one who counts. If he came to 
the conclusion that Germany’s foreign creditors should be 
treated even less favourably than hitherto, nothing that 
Dr. Schacht could do or say could possibly save them 
from being victimised. Their only hope lies in the 
support which they may receive from their own Govern- 
ments, and in the chance that Hitler may not want to 
destroy completely Germany’s reputation as a debtor. 
From this latter point of view, Dr. Schacht’s presence 
in influential office is certainly reassuring, but it is less 
than half the battle. 
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Currency Expansion and Bank 
Credit 


By A. V. Barber 


HE object of this study is to consider the significance 

of recent monetary tendencies in relation to the 

banking system. If we examine the currency 

position in the light of supply and demand we find that 

upon the supply side the means of payment consists 

generally (i) of cash in the shape of notes and coin and 
(ii) of bank deposits. 

Cash supplies are governed both by the Fiduciary 
Issue of the Bank of England (which, after three altera- 
tions, has been reduced on balance by £75 million to the 
present {200 million since the financial crisis of 1931) 
and, to a greater degree, by the supply and movements 
of gold. These have been subject to modification during 
the last few years through various forms of exchange 
control set up in creditor countries. In our own case 
the technique has been in effect (a) segregation of gold 
held by the Exchange Account outside the cash base, 
and (b) the less recognised results of not revaluing Bank 
of England gold reserves since the suspension of the gold 
standard. 

Bank deposits are related to currency supply, but with 
British banking, the closer relationship is to “ bankers’ 
cash’ in a conventional ratio of about 10/11 to 1. This 
credit base is made up of currency in the hands of the 
Clearing Banks added to their deposits with the Bank 
of England. 

Now, “‘ bank deposit currency ”’ (the largest form of 
currency circulation), has not risen in proportion to the 
note circulation since 1933, so far as the Clearing Banks are 
concerned. The ratio of the bank deposits to the esti- 
mated net circulation of the currency of Great Britain 
and Ireland has been reduced from 5-15 times to 4-4 times 
in four years. A particularly marked rise in currency 
circulation has occurred in the last two years. There 
is a loose connexion between the volume of bank deposits, 
dependent (in the aspect of supply) upon the volume of 
“ bankers’ cash,” with the total of currency outstanding. 
We must recognise, however, that seemingly slight varia- 


” 












136 THE BANKER 






tions in the conventional ratio between “‘ bankers’ cash ” 
and deposits or in the volume of “‘ bankers’ cash,” have a 
multiple effect upon the bank deposits.* We turn, there- 
fore, for an explanation of the apparent disequilibrium 
between cash and credit to the demand side of the picture. 

Here various influences modify the effect of abundance 
or scarcity of means of payment. Cyclical trade tenden- 
cies, calling for more or less money, heighten or lower the 
velocities of given supplies of cash or bank credit, and if 
to these are added international or domestic uncertainty 
or disturbance, or when there occur domestic seasonal 
needs for added circulation, as at Easter, mid-summer and 
Christmas, we find considerable scope for the creation 
or diminution of the volume both of currency and claims 
on the banks or latitude within the bounds of a fixed 
regulated supply. 

Again, an important distinction must be observed 
between the demand for money for immediate expenditure 
and that for deferred expenditure. The latter, in the 
hands of its holders such as hoarders of currency or bank 
deposits, represents purchasing power in suspense. Both 
types are aftected by the trade cycle. Recovery from the 
last slump which, in the autumn of 1932, touched its 
lowest depths after the 1931 crisis, called for an increase 
in the means of payment as trade activity progressed. 
Although it would be usual for one form of monetary 
claim to expand as the other contracts, the special con- 
ditions of the last few years have increased the volume of 
bank deposits, both because of trade activity and also 
because of concurrent liquidity demands of hesitant 
investors. When the latter type of bank deposit has 
been flight funds impelled by uncertainty in foreign 
countries, the effect upon volume has been limited when 
the consequent inflow of gold has been sterilised, and 
multiple when equivalent incoming gold has not been 
acquired by the Exchange Account. 

The eftects of this twofold expansionary influence 














































* This may be illustrated by the fact that in the last 12 months 
(February to February), the average aggregate deposits of the London 
Clearing Banks have risen only by {6-2 million, yet the actual rise 
of {12-4 million in the credit base would have supported a multiple 
increase of a further {116-6 million had the cash ratio of 10-1 per 
cent. been maintained. 
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have been moderated so far as bank credit is concerned, in 
proportion to the effect upon currency. In a 5-year 
period of recovery—1933 to 1937—gold resources in this 
country have apparently increased by rather more than 
{500 million in value, i.e. by 72-1 million ounces—from 
44°6to 116-7 million ounces. Of this increase, 32-2 million 
ounces is that of the gold in the cash base—apart from that 
in the hands of the Account. This is about {225 million 
value. Allowing for the fiduciary issue and conventional 
gold valuation by the Bank, this legalised a currency 
increase of £131 million. Yet the increase of the credit 
base of the banking system during the period was only 
£23 million. 

Admittedly the new technique has shifted the control 
of credit to a large extent from the Bank of England to 
the Exchange Control. The acquisition by the Bank of 
England of gold in substitution for securities may be a 
factor in the direction of reducing the Clearing Banks’ 
balances at the Bank and one the effect of which is com- 
paratively permanent, while the acquisition of gold by the 
Fund upon the strength of credit (e.g. Treasury Bills) 
increases the Clearing Banks’ balances and vice versa. 
This latter factor is at present fluid and operative. 

Throughout the period since the slump the authorities 
here, in the United States, Holland and Switzerland, have 
pursued an expansionist and cheap money policy round 
the ring on the backs of two horses—the one, persistent 
uncertainty in other countries turning the balance of 
payments in favour of nations financially more stable, 
and the other, an enormous increase in the output of gold. 
Both of these have been stimulated by similar causes, but it 
must be borne in mind that the latter has depended lately 
upon a factor which at times has been predominant, 
namely, the support of gold production by American 
purchase at $35 per fine ounce and our own purchases at 
an equivalent price in pursuance of the principle of the 
Tripartite Agreement. This has been reinforced from 
time to time by private gold hoarding demand, in compe- 
tition with the official dollar price. 

Notwithstanding such abnormal interferences with 
supply and demand conditions in the monetary systems, 
Statistical examination of currency variations in this 
country reveals a more or less textbook example of the 
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general effect of trade recovery after severe depression. 
The exceptional figures that seem to develop upon a line 
of their own are those of the Bank of England note 
issue, which have already been the subject of comment. 
The note issue has been out of all proportion to its rela- 
tives in the Clearing Banks’ balance sheets. Actually, 
too, it has outrun the price level. Upon a study of the 
chart on p. 140 it will be clear that had the bankers’ credit 
base been moving in relation to the Issue Department 
assets of the Bank of England, the result would have been 
either, on the one hand, dangerous credit inflation 
displaved by a gigantic increase in the volume of bank 
deposits or, on the other hand, an abnormal increase in 
the bankers’ cash ratio. On the one hand the mainten- 
ance of a conventional ratio of about Io per cent. would 
have been an indication that the banks had been able 
or induced with rising prices to acquire higher-rated 
earning assets. An increase in the conventional ratio, 
on the other hand, would have placed British banks in a 
position somewhat similar to that of American banks in 
late years; they would have been holding “ excess 
reserves ’’ through lack of facilities for full employment of 
their assets. We have here an indication of the limita- 
tions of induced credit expansion without marked infla- 
tion. But, in either case, i.e. with the position as it is or 
possibly with that as it might have been, the effect would 
have been a decrease in the banking profit rate. for it is 
clear that for some reason or set of reasons, for which 
explanation must be found, banking figures have not res- 
ponded to the general currency trend. The chart shows 
how limited is any explanation which might be offered in 
the rise in wholesale prices, and still more limited would 
be one based upon an increase of wages, for both influences, 
which might be expected to call for additional means of 
payment, would normally find a corresponding reflection 
in credit expansion. 

It might be suggested that certain social developments 
arising from an altered distribution of wealth and a general 
rise in the standard of living may be thrown into the 
scale. Football pools, as an example, may call for a supply 
of notes disproportionate to the demand for bank credit. 
Yet a moment's reflection will discount the probability 
that additional or novel forms of outlay are capable of 
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concentrating upon cash transactions outside the banking 
system to an extent sufficient to cause so marked a dis- 
equilibrium, particularly when it is seen how little the 
demand for coin has varied as compared with that for 
notes. (The estimated circulation of coin is now £76 
million as compared with £73 million three years ago.) 

More fundamental would be the effect of official 
financial transactions which are to some extent indepen- 
dent of the banking system. It may be that a form of 
expanding credit calling for increased currency supply 
has been developing in directions other than private 
enterprise through departmental control of various 
Government funds, such as Unemployment, Health 
Insurance, etc., and in relation to the Government’s 
functions as employer—Army recruiting, etc. 

Mr. Keynes, in his speech at the Annual General 
Meeting of the National Mutual Life Assurance Society 
on February 23, drew attention to one of the effects of the 
issue of £100 million National Defence Bonds early in the 
financial year. During the first three-quarters of 1937 
more than that sum was available in substitution for 
Treasury Bill issues, and only lately has the Government 
required two-thirds of this borrowing for the purpose 
of expenditure. 

A glance at the chart on p. 140 will suggest an effect 
on bank deposits arising in present day conditions from 
a limitation of the supply of Treasury Bills available by 
tender. It also indicates an incipient reversal of this 
tendency now that defence borrowing is being spent. 

An important effect on banking figures may be attri- 
buted also to foreign hoarding, for if we assumed that the 
desire to hoard sterling claims in the shape of notes or 
bank deposits has been relatively impartial—that there 
had been as much hoarding of notes as of deposits—the 
hoarding influence would not have exercised a multiple 
influence on bank credit, but, in so far as it might have 
been concentrated on notes, rather the reverse, inas:nuch 
as these hoarded notes would have been subtracted par- 
tially from the credit base. It is clear that a hoard of 
deposit currency, if neutralised by control technique, must 
either give rise to the acquisition of a corresponding asset 
by the banking system, such as Treasury bills, or else 
liability of the banks for hoarded deposits must replace 
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other Pare, if the banks do not acquire any corre- 
ponding assets. In neither case will Control admit of 
an increase of the cash resources of the banks. 

Finally it may be suggested that a persistent adherence 
to a cheap money policy, having stimulated in its initial 
stages a demand for securities by both the public and the 
banks, enters a phase in which there is a relative slowing 
down in the process until a break occurs first in the 
power of increased note issue to influence bank figures. 
If, as would seem to be the case, an increase in currency 
under present conditions loses much of its effect upon 
banking figures unless corresponding discounts are avail- 
able for the Clearing Banks, it becomes apparent upon a 
line of thought previously indicated, that the initiative 
of an open market policy has passed from the Central 
Institution to Treasury control. When, in such circum- 
stances, the supply of suitable bank assets is limited by 
Government action, expansion induced by abundant cash 
alone will provide progressively less compensation in the 
banking system for the lower profit ratio directly attri- 
butable to cheap money. This condition will be observed 
from the chart, particularly from the beginning of 1930, 
but may be subject to reversal according to methods 
adopted for the financing of the rearmament programme 


as it develops. 
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Generally it would seem that after a limited period 
additional cash supplies (due mostly to gold accretion) 
must fail to induce relative credit expansion. The writer 
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has endeavoured to indicate the considerable extent of 
the lag, its causes and significance. 


The “ Effective” Clause 
By W. W. Syrett 


LL the important mercantile countries of the world 
A have laws which give force to the use of the 
national standard of money; a certain fixed 
weight of fine gold was at one time the measure almost 
universally accepted, the gold unit thus designated being 
the unit of account upon which immediate or deferred 
payments were based. At the present time the standard 
units of but a few countries are based on gold, and even 
there coins are not minted for circulation: bank notes 
of some degree of “‘ convertibility ’”’ are used as money. 
Silver having been abandoned with the departure of 
China from the standard, that leaves the remainder of 
the world with inconvertible paper money the value of 
which is ‘“‘ Managed ’”’ (or, according to the critics— 
‘‘Mis-managed ’’) by the government or central bank. 
So there is now no standard in universal use, and a 
debtor can seldom, even in theory, send gold in payment 
of a debt as an alternative to a credit instrument. 

When a seller in one country offers goods to a possible 
buyer in another, or when a foreign buyer approaches a 
possible seller at home with a bid for his products, the 
price mentioned in their letters and cables can be in the 
terms of evther the seller’s monetary units ov in those of the 
buyer. This is the usual thing, and it is proposed (for 
simplicity) to ignore the complication occasionally intro- 
duced by pricing goods in terms of a third currency. 
In the majority of cases we can assume that a British 
exporter trading with Denmark, for example, will agree a 
price in our Pounds or else in Danish Kroner. This 
gives rise to a trade invoice, and toa bill of exchange, 
drawn in the one of the two currencies which is agreed 
upon. 

When foreign bills are presented to buyers of goods 
purchased in terms of money other than that of their own 
country, a legal complication can easily arise. The 
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debtor’s law says that a payment in his own money is the 
“Legal Tender’’ (of the form mentioned in my first 
paragraph) by handing over which he gets the right to his 
discharge from the debt. Foreign money cannot legally 
be tendered. Thus, to continue the example of the last 
paragraph, the Danish buyer of British goods at a sterling 
price expects to pay in crowns in some way, whilst the 
British buyer at a price in crowns expects to pay in 
British pounds “ Sterling.’”’ The rate of exchange be- 
tween the two currencies is thus the first important point. 

Pre-war trade custom claimed to have solved the 
conversion problem by the use of “‘ Clauses ’’ on bills of 
exchange. These were given statutory recognition in 
many countries—as by Section g (1) (d) of our own Bills of 
Exchange Act. The parties to the trade contract agreed 
that a clause was to be incorporated in the wording of the 
bill stating that the rate applicable was to be the collecting 
bank’s selling rate for the foreign currency in question, or 
else the drawee was given a right (specified in the bill) to 
tender an ‘‘ Approved banker’s draft’ for the foreign 
amount. If the bill were drawn without a clause it was 
paid according to local custom. In this country unclaused 
bills in foreign currency were—and, in fact, are still— 
converted at the presenting bank’s selling rate, but had 
sometimes attached to them a printed slip to the effect 
that if the drawee disagreed he could tender a banker’s 
draft. Where the amount is large, presenting bankers 
now sometimes telephone the drawee to agree a conversion 
rate, or present the bill and ask him to get into touch with 
them. 

When a bill, otherwise unclaused, is drawn for an amount 
of foreign currency “‘ Effective,’’ the drawee is required to 
provide a sufficient amount of his own currency to 
purchase a bank draft in payment. Whether the 
“ Return remittance ”’ is issued by the presenting banker 
or the drawee’s banker is a matter for arrangement on the 
spot ; it cannot affect the drawer. By this means he (the 
drawer) avoids loss due to “‘ Re-exchange ’’—for example, 
a bill on Oslo for {100 with no effective clause, might 
be paid by the drawee at a rate supplied to him by his 
own bank (which would be the bay:ng rate for sterling, 
say, 19°88) and he would pay Kr.1988. The presenting 
bank would reconvert at their sel/ing rate for sterling, say, 
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19°92 so that the drawer would lose on the re-exchange. 
Had this bill been drawn for “ {100 effective’’ the drawee 
would have paid it at 19-92 and the drawer would have 
received the full amount (except for any charge payable to 
his own banker for this service). 

In these days of exchange restrictions there is also the 
danger, more real in some countries than in others, that 
the drawee of an unclaused bill may claim the right to pay 
in his own currency when the law regarding exchange 
requires that such sums be placed to the credit of the 
drawer of the bill in a “‘ Blocked Account.’’ That means 
that the trade creditor runs two risks : the exchange may 
move adversely to him before he gets the proceeds of his 
bill “‘ Free ’’ so that he can re-convert it, and he may have 
to wait a long time tor his money. 

Under modern conditions it is therefore much safer if 
export bills are drawn in “ Effective’’ currency. The 
word is of Continental origin, and its use means not only 
that the drawer demands that the drawee purchase the 
requisite currency but also, by implication, that he must 
arrange any formalities rendered necessary by exchange 
restrictions. More than that, even, is often implied, for 
the drawee may have to get a ‘* Prior permit ’’ betore he 
places the order for the goods: if he has omitted to do 
this, he cannot get “‘ Effective ’’ exchange. 

The local banker who collects the “‘ Effective ’’ bill may 
or may not also be banker to the drawee: where he 
performs the functions both of presenting on behalf of the 
exporter’s home bank, and also paying on instruction 
from the drawee, the procedure is straight-forward. He 
sees that the drawee has complied with restriction formali- 
ties (by taking over from him the certificates or licences 
to import) and then he can purchase exchange at an 
“ Official ’’ rate through the central bank, or elsewhere, 
according to the form which his exchange restrictions 
render obligatory. (This varies in detail in different 
restricting countries). 

Should the banker be presenting but not paying the 
bill, the word ‘“‘ Effective ’’ usually allows an alternative. 
The drawee can treat the bill as ‘‘ Payable at collecting 
bank’s selling rate’ or as ‘‘ Payable by banker’s drait.”’ 
It an official rate is in force it is immaterial as far as he is 
concerned, whether the collecting banker or his own 








sas THE BANKER 





banker makes the conversion. On the other hand, if his 
exchange restrictions are of the type which permit an 
operation in the “‘ Free’ market on production of his 
permit or licence, it may be to his advantage to ask his own 
bank — probably give him a better rate) to provide 
him with a draft on the drawer’s centre in the drawer’s 
money. One can even imagine circumstances in W hich 
the drawee can purchase exchange, either “ Spot ”’ or 
‘ Forward ”’ in anticipation of the presentation ot the bill 
for payment. 

There are some countries where the incidence ofthe 
laws governing exchange gives rise to delay between 
presen itation and pay ment, even if an “ Effective ” 
amount is claimed. This is particularly true in many 
countries, such as the Argentine, where the goods have 
to be cleared through the customs before payment is 
permissible. The drawee usually secures the shipping 
documents, under these circumstances, by depositing the 
equivalent in local currency at the rate of the day. ‘hen 
he waits till the goods arrive, usually some time after- 
wards (as they are not oiten carried by mail boats) and 
presents his Buls of Lading and other necessary documents 
in order to get his goods cleared through the customs. 
Finally he gets his definite permit to arrange the exchange 
transaction and thus purchase the “ Return remittance.’ 
It the exchange has moved against him he has to pay the 
difference, and the word ‘ Effective’’ on the bill of 
exchange implies that this difference falls on him and not 
upon the original drawer. 

In view otf the wide use of the word “ Effective ’’ on the 
Continent and elsewhere, and of the protection it gives 
the drawer, it is not surprising that its use is being 
extended. The word is practically identical in several 
different languages, it is pronounced phonetically in them 
all, and it has an identical meaning everywhere. Except 
for Colonial trade, it has displaced more cumbersome 
clauses to a very large extent, and thus this explanation of 
it is due—if not overdue—for the benefit of British bank 
employees who handle bills of exchange. 
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Trustee Savings Banks Year 
By W. M. Dick 


HE Annual Report of the Trustee Savings Banks 
Inspection Committee just issued is no_ less 
interesting than any of its forty-five predecessors. 
While it is, of course, of especial interest to those engaged 
in the thrift movement, its appeal extends far beyond 
that group, to include the economist, the sociologist and, 
indeed, all those to whom the savings of the people are a 
matter of importance. 

The Report and its statistical appendices again reveal 
that business in all departments shows increases. Due 
to amalgamation, the number of separate banks has been 
reduced by three but the number of offices has increased 
by thirty-nine to six hundred and forty-eight. In their 
Report for 1936 the Committee pointed out that no 
amalgamations had been effected during that year and, 
in expressing satisfaction that three had taken place in 
1937, it would seem to be apparent that they favour a 
policy in accordance with which small banks would join 
themselves to their larger neighbours in their own interest 
and in the interest of their depositors. Such a policy 
is quite comprehensible, and its advantages in operation 
to the smaller institutions are fairly obvious. 

The retention of local interest and influence—and 
these were of paramount importance when the banks were 
established and are to-day still of great value as non- 
balance sheet assets in any savings bank—coupled to the 
wider experience to be found in the larger bank, provide 
a combination that never fails to benefit the person for 
whom the banks exist, namely, the small depositor. 
Dealing with this subject, the Committee, in their Report 
for the year 1932, instanced the cases of the twelve 
banks which had amalgamated with the Aberdeen Savings 
Bank. In the six-and-a-half years prior to the date of the 
Report, funds increased by from 27 per cent. six months 
after the most recent amalgamation to 442 per cent. 
five and a half years after amalgamation. 

In the matter of funds the greatest increase is in 
respect of money lodged in the Ordinary Department ; 
there, the liability to depositors at £131,343,940 is an 
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increase on the previous year of {11,002,676. The 
Special Investment Department appears to have been 
less active, the amount due to depositors standing at 
£93,348,413 an increase of just over one-and-a-half 
million pounds; the corresponding increase for the 
previous year was almost two million pounds. The 
amount of Government Stock held for depositors increased 
during the year by £1,624,752; the corresponding figure 
for the previous year was a decrease of £428,093. 

Turning to reserves, it is interesting to note that, 
according to the published figures relating to the surplus 
of assets over liabilities, the assets in the Ordinary 
Department, £135,200,128, exceed the liabilities to 
depositors there by £3,853,287. In relation to the Special 
Investment Department where the assets of £99,849,534 
are in excess of liabilities by £5,851,782, the figures for 
the Ordinary Department may seem to be disproportion- 
ately small. This is accounted for, of course, by the 
important fact that savings in the Ordinary Department 
are guaranteed by Parliament. While a similar guarantee 
is not enjoyed so far as Special Investments are concerned, 
the banks are restricted by special statutes in the investing 
of this class of money. 

While these annually increasing figures undoubtedly 
prove that the Trustee Savings Bank movement is 
expanding and growing ever more powerful, it is only if 
they are considered together with the number of trans- 
actions, i.e. actual visits by the depositors to the banks, 
and the number of open accounts that a reliable estimate 
of its progress can be obtained. From a study of the 
table below, it will be seen that, viewed from the angle of 
transactions and open accounts, the advance in recent 
years has been considerable. 





Transactions 
for Cash 
Active Departments 
Year, Accounts Increase (Approx.) Increase 
1933 .. 2,024,067 41,138 12,081,899 Not available 
1934 + 2,076,791 52,724 12,734,960 653,061 
1935 -- 2,142,676 65,885 13,371,598 636,638 
1936 ++ 2,221,653 78,977 14,155,651 784,053 
1937 2,319,539 97,886 15,262,849 1,107,198 


To account fully and accurately for this advance 
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would involve prolonged study and research on such 
matters as alterations in the standard of living, the 
increase in the population, and personal as against State 
provision for ill-health and old age. A more concrete 
factor, however, is to be found in the increased industrial 
activity experienced during 1937. The Board of Trade 
Journal for February 17, 1938, in dealing with industrial 
production, stated that “industrial activity in the 
United Kingdom in 1937, as estimated from the par- 
ticulars furnished from various sources to the Board of 
Trade, was 6-8 per cent. greater than in 1936, the index 
numbers for the two years (based on 1930 = 100) being 
133°1 and 124-6, respectively.”’ This increase in indus- 
trial activity, with its concomitant of increased wages and 
more people in work, is undoubtedly reflected in the rise 
in Savings Banks funds. 
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From a study of the accompanying graph dealing 
with turn-over and which is compiled from figures taken 
from Reports for the years covered, a further idea of the 
almost spectacular increase in the activity of the banks 
may be obtained. These astronomical figures are surely 
positive proof of the confidence which the people of the 
country have in the Trustee Savings Bank movement. 
The Savings Banks were among the foremost in broad- 
casting the warning to the public in the matter of share- 
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pushing which was issued by the Board of Trade early 
last year. As the guardians of the savings of the small 
investors, they are the direct antithesis of those so 
strongly condemned in that warning. 

The traditional enemies of the thrift movement are 
popularly agreed to include lack of prudence in providing 
for the future, waste and gambling. Until within fairly 
recent years, the last-named was almost universally 
condemned, at any rate in thiscountry. To-day however, 
a practice that was once confined to a comparatively 
small part of the population has become widespread. To 
refer to participation in the football pools as gambling is to 
apply a very severe word to what has become an almost 
harmless pastime. It is not the purpose of this article to 
adduce evidence either against or for the pools industry— 
and there is plenty for each side, moral, psychological 
and economic. But Savings Banks exist for the purpose 
of attracting small sums of money and harbouring them 
for their owners against the certainties and uncertainties 
of the future. Doubtless the administrators of the 
banks cast longing eyes on the astounding sum staked 
weekly during the season on the pools, an amount stated 
to be in the region of a quarter of a million pounds. 

Appendix D of the Report, in its final abstract, shows 
that the aggregate cash and stock to credit of depositors 
in England, Wales and Channel Islands at the end of the 
year was {£152,367,616, in Scotland {95,808,858 and in 
Ireland £13,574,460. To exponents of the thrift idea 
north of the Tweed these conclusions will no doubt be 
regarded with satisfaction as being justification for the 
often expressed opinion that Scotland is the home of that 
excellent habit. An examination of the figures in 
relation to the population would seem to produce support 
for this view. 


Population Per Head 

at last Cash and Stock to of 
Census credit of population Population 
{ s.d. 

England, Wales and 

Channel Islands -» 40,040,992 152,367,616 316 I 
Scotland .. wi os 4,842,554 95,808,858 19 15 8 
Ireland .. ws es 4,222,415 13,574,460 3 4 3 


This statement, of course, deals only with Trustee Savings 
Banks, and if collated with those for the Post Office 
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Savings Bank and other savings agencies would without 
doubt reveal a more equable disposition. 

Not included in any of the foregoing figures is certain 
information in connection with the penny savings banks. 
Unfortunately, statistics on a country-wide basis covering 
all penny savings banks are not available. The Glasgow 
Savings Bank, however, in its annual report of penny 
savings bank work in and around that City, reveals that 
there is a thrift organisation in all but a very few schools. 
Many churches also, include such an organisation among 
their activities. Last year the transactions of the 
depositors in these banks were well in excess of one million. 
None will dispute that these bodies which are managed 
entirely voluntarily and work in close co-operation with 
the Trustee Savings Banks, the Post Office Savings Bank 
and the National and Scottish Savings Committees 
render a valuable service to the thrift movement. 


Matters of Law 


By Maurice Megrah 


S indicated in THE BANKER for last month, the 
A Court of Appeal has recently had before it a wide 
range of matters, of special, and in two cases 
peculiar. interest to bankers. Within the space of three 
weeks it proceeded from the discussion of a banker’s 
position in passing forged pension warrants to the Crown 
Agents for the Colonies for payment, to a consideration 
of the relative claims of two banks to whom the same 
produce documents had been charged in succession, and 
then to the attempt of a trustee in bankruptcy to hold 
a banker liable to refund moneys paid to him in reduction 
of an overdraft, in circumstances which suggested an 
intention to prefer within the meaning of s. 44 of the 
Bankruptcy Act, 1914. 

The first case, Gowers and others v. Lloyds and National 
Provincial Foreign Bank Limited ( [1938] 1 All E.R. 766) 
was disposed of in THE BANKER last month. So far 
as concerns pension warrants of the type in question in 
that case, there can be no doubt of the freedom from 
liability of bankers sending them forward for payment, 
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in cases where they do not themselves testify to the 
validity of the warrants and the certificates they bear. 
Release in Trust of Documents of Title to Goods. 

The second case arose from a very common banking 
transaction—the release in trust of documents of title 
to goods charged as security for advances. Strauss and 
Co. Ltd., were grain merchants in London and India, 
and banked with Lloyds Bank Limited in both places. 
Strauss and Co. Ltd. in India drew upon Strauss and Co. 
Ltd. in London and the bills, with documents attached, 
were negotiated by Lloyds Bank Limited in India and 
forwarded to their Head Office in London for collection. 
As often happens, the documents were required by 
Strauss and Co. Ltd. in London before the bills matured, 
in order that the goods might be sold, and the documents 
were consequently released to Strauss and Co. Ltd. 
under what is known as a letter of trust or trust receipt. 
This practice was satisfactory until Strauss and Co. Ltd. 
found themselves in low water and this particular action, 
Lloyds Bank Limited v. Bank of America National Trust 
and Savings Association ([1938] 2 All E.R. 63), arose 
from a breach by Strauss and Co. Ltd. of their contract 
with the appellant bank. Receiving certain documents 
on trust they, the merchants, pledged them with the 
respondent bank, and the Court was called upon to decide 
which of the two innocent parties should suffer for their 
fraud. The Judge in the lower Court had given the 
respondent bank the decision ({1937] 3 All E.R. 312) on 
the ground that Strauss’s position in dealing with the 
documents was covered by the Factors Act, 1889, the 
merchants being, in his view, mercantile agents under 
that statute. The argument for Lloyds Bank Limited was 
that they, the pledgees, had only a special property in the 
goods, the ownership remaining in Strauss and Co. Ltd., 
the pledgors, who were not, therefore, mercantile agents 
within the meaning of the statute. In answer, the 
respondent bank argued that, on a proper interpretation of 
the instruments entered into between Strauss and Co. 
Ltd. and the appellants, the bank had an absolute power 
of sale; that Strauss and Co. Ltd. could not sell without 
the consent of the bank and, therefore, that the bank 
had released the documents of title to Strauss and Co. 
Ltd. for purposes of sale as the agents of the bank. 
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The relationship between the appellants and Strauss 
and Co. Limited was evidenced chiefly by three docu- 
ments :— 

(a) a letter of hypothecation, containing the clause : 

“You are to be at liberty to exercise all our rights 
“(if any) as unpaid sellers of the said goods, and 
“without further reference to us to sell, insure, 
‘“‘ warehouse or otherwise deal with the said goods as 
‘though you were the absolute owners thereof.” 

(5) a document relating to the acceptance of bills 
purchased by the appellant bank, containing the clause : 

“ We agree that in the event of any default on our 
“part you shall be at liberty to sell or cause to be 
“sold (entirely at your discretion) any of the said 
“merchandise by public auction or private sale and 
“apply the net proceeds towards payment of the 
“said bill or bills. . . ”’ 

(c) a trust receipt in the following terms : 

“We hereby acknowledge the receipt of the 
“ undermentioned documents under lien to you and 

‘undertake to and declare that we act as your 
“trustees for the landing, storage and sale of the 
“ relative merchandise. We also undertake that the 
“said merchandise will be stored in approved 
warehouses separate from any other goods whether 
‘“ belonging to ourselves or other persons. We also 
“undertake that the proceeds of the sale of the 
‘said merchandise or any portion thereof will be 
‘received by us as your trustees and kept separate 
‘from other moneys, and will be remitted to you as 
‘and when received by us. We also undertake to 
keep the said merchandise fully insured, the 
‘relative policy or policies of insurance being held 
“and the proceeds thereof or of any other insurance 
“of the said merchandise being received by us as 
‘‘your trustees and remitted to you as and when 
“received. We further undertake to return to you 
‘“‘on demand the balance of the said merchandise in 
“respect of which you may not have received 
“ proceeds.”’ 

The Master of the Rolls held that the first of these 
documents gave an unrestricted power of sale “in the 
widest possible terms,’’ though the second instrument gave 
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a power of sale arising only on the default of the merchants 
in accepting and paying the bills. The trust receipt set 
out the purpose for, and conditions under which, the 
documents of title were released. 

The question which arose was whether the release of 
the goods to Strauss and Co. Ltd. signified such a divesting 
of the bank of control of the goods that the merchants 
could not be deemed to be the bank’s agents, or whether 
the merchants were thereby given such limited ownership 
as brought them within the Factors Act, 1889. 

Section 2 (1) of that statute reads as follows : 

‘Where a mercantile agent is, with the consent 
‘of the owner, in possession of goods or of the 
‘documents of title to goods, any sale, pledge, or 
‘ other disposition of the goods, made by him when 
“acting in the ordinary course of business of a 
“ mercantile agent, shall, subject to the provisions 
“of this Act, be as valid as if he were expressly 
‘‘ authorised by the owner of the goods to make the 
“same; provided that the person taking under the 
‘ disposition acts in good faith, and has not at the 

“time of the disposition notice that the person 
‘making the disposition has not authority to 
“make the same.” 

That section validates any “sale, pledge or other 
disposition ”’ of goods, when made by a mercantile agent, 
in possession of the goods with the consent of the owner, in 
the ordinary course of business as a mercantile agent. As 
the Master of the Rolls pointed out, the main question 
which was argued was whether Lloyds Bank Limited or 
the merchants were the owners for the purposes of the 
section. The bank had urged that the general property 
in the goods lay in the pledgors, that the pledg_es had only 
a special property, and that the persons who had the 
general property, alone, could be the owners. But the 
Master of the Rolls, though accepting this argument as 
what he called an abstract proposition, refused to go 
outside the statute, and he referred to the effect of the 
section in validating a disposition of goods in the circum- 
stances mentioned above “as if he (the agent) were 
expressly authorised by the owner of the goods to make the 
same. 

In his own words: “ The section, therefore, upon its 
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‘‘ face is contemplating that the person it describes as the 
‘* owner ’ will be the person in a position to give express 
“authority with regard to the dealing in question.” In 
this case, he said, the bank and the merchants together 
constituted the owner, and the ownership could only be 
conferred by the two acting jointly. ‘‘ It seems to me 
‘quite impossible to say that, where such a mercantile 
‘agent is allowed to have possession of the goods with the 
‘consent of the other person interested, for the purpose of 
“ selling, the section does not apply because the mercantile 
‘agent himself has also got some interest which must be 
“brought in in order to give the purchaser a complete 
* title.” 

In addition to his finding on this general proposition, 
however, the Master of the Rolls accepted the respondent 
banks’ argument based on the narrower ground that the 
letter of hypothecation, set out above, gave the appellant 
bank the power to sell as if it were the absolute owner of 
the goods, 

With regard to the appellant bank’s contention that 
Strauss and Co. Ltd. were not mercantile agents, because 
the trust receipt did not embody an agency, but merely a 
permission by the pledgees to the pledgors to exercise their 
own power of disposition, his Lordship felt it was mis- 
conceived. Under that instrumentthe merchants were 
constituted trust agents for the bank : “ the case is a clear 
one of an authority given to a mercantile agent who is 
employed in that capacity for that purpose within the 
meaning of the section.” 

Scott and MacKinnon, L.]J. agreed, the result being 
that as the Bank of America National Trust and Savings 
Association acted in good faith and without notice of any 
limitation of the authority of Strauss and Co. Ltd., they 
obtained a good title as against the appellant bank. 

The effect of the judgment is not likely to cause banks 
much heartburning. A practical touch was given to the 
decision by MacKinnon L.J. who said :—*‘ There was 
“some suggestion that, if the decision in this case was to 
“the effect that a person who was in possession of 
“documents released to him pursuant to such a trust 
“receipt would be in the position of a mercantile agent 
“under the Factors Act, it might have a serious effect 
“upon the continued use of that practice in the future. 
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‘I do not apprehend any such danger or difficulty. The 
“truth is that almost every aspect of commercial dealing 
‘is not proof against the possible result of very rare 
frauds that a lawyer, thinking of the possibilities of such 
“things, might suppose to be so easy. In this case 
“Strauss and Co. Ltd. in breach of good faith, and in 
“breach of their contract, pledged these goods, and 
thereby improperly obtained money upon the value of 
“them; but, if they had sold the goods and misappro- 
‘ priated the purchase price, they would cnly have been 
‘ acting in a rather different way in breach of their duty 
and in breach of their contract, and in that case the 
‘‘ plaintiffs would have had no shadow of a claim against 
‘“ anybody except Strauss and Co. Ltd. I have no doubt 
‘that this very convenient practice will be able to 
‘‘ continue, and that it will be able to continue because the 
‘“ whole basis of business rests upon honesty and good 
‘‘ faith, and it is very rarely that such an expectation is 
‘ defeated.” 

He is probably right. The risk is a serious one, as this 
case shows, but it is one which the banks will probably 
be ready to run in the future as in the past. It will, of 
course, be necessary to be even more on the alert for the 
borrowing customer whom circumstances may cause to go 
“bad,” and the position can perhaps be supported at 
times by collateral security. No matter what the effect 
of the decision, however, one must have a certain 
sympathy for Counsel for the appellant bank. It seems to 
be straining the statute to interpret it as it has been 
explained. To regard as mercantile agents a firm of 
merchants who passed a special property in goods to their 
bankers in respect of accommodation granted by them and 
who received those goods back for sale in order that the 
advance might be discharged, seems somewhat far- 
fetched. To regard the property in the bank as constitut- 
ing it part owner of the property sufficient to make it a 
principal of its joint-owners, the merchants, is hard to 
understand. Strauss and Co. Ltd. possessed none of the 
attributes of an agent; they received no commission and, 
in any action arising from the sale of the goods, the bank 
could not have been sued; nor could Strauss have claimed 
indemnification from the bank. Their responsibility was 
simply to deal with the goods as trustee, not as agent, for 
the bank. 
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The decision seems rather to emerge from the fact that 
the letter of hypothecation given by Strauss to Lloyds 
Bank Limited included the words “ as though you were the 
absolute owners ’’ and empowered the bank to sell at any 
time without reference to Strauss. Whether any limitation 
of the absoluteness of that power of sale would be effective 
in changing the relation of principal and agent, it is hard 
to say. 

It is not yet known if the case will be taken to the 
House of Lords. 


Fraudulent Preference—Position of Bank. 


The third case of the series was primarily a bankruptcy 
case, though the decision in the lower Court ({[1937] 4 All 
E.R. 438) offered bankers a welcome relief from a rather 
uncertain, but probably unpleasant, position concerning 
fraudulent preference, which relief was unfortunately 
taken away by the Court of Appeal. 

What was termed a ‘minor amendment’ to the 
Bankruptcy Act, 1883, in fact completely changed its 
effect in one respect. Section 44 (1) of the Bankruptcy 
Act, 1914, reads as follows : 

‘Every conveyance or transfer of property, or 

‘ charge thereon made, every payment made, every 

‘ obligation incurred, and every judicial proceeding 

‘taken or suffered by any person unable to pay his 

‘“ debts as they become due from his own money in 

‘favour of any creditor, or of any person in trust 

for any creditor, with a view of giving such 

“creditor, or any surety or guarantor for the debt 

‘“due to such creditor, a preference over the other 

‘creditors, shall, if the person making, taking, 

‘‘ paying or suffering the same is adjudged bankrupt 

“on a bankruptcy petition presented within three 

‘months after the date of making, taking, paying 

“or suffering the same, be deemed fraudulent and 
void as against the trustee in the bankruptcy.” 


The words of the ‘ minor amendment’ are “ or any 
surety or guarantor for the debt due to such creditor.” 

The position had become uncertain owing to opposing 
decisions, of Eve, J.in Re G. Stanley & Co. Lid. ({1925] Ch. 
148) and of Clauson, J. in Re Joseph Samson Lyons, Ex. p. 
Barclays Bank Limited v. Trustee ((1934], 152 L.T. 201). 
In the first of these, it was held that there was no intention 
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to prefer the guarantor, in circumstances in which he 
had been relieved by a payment by the debtor to the 
account guaranteed, but that, if there had been a prefer- 
ence within the section, the latter enabled recovery from 
the party actually preferred—in this case, the guarantor, 
In the second case, cited above, Clauson, J. held that there 
had been a fraudulent preference of the bank concerned 
with a view to the release of the guarantor, but that he had 
no jurisdiction to make an order against the guarantor. 
On appeal, he was reversed on the question whether or not 
there had been a fraudulent preference; but the Court of 
Appeal did not touch on the question whether repayment 
ot the money could be ordered from the guarantor or from 
the bank. 

This position was discussed, in the Journal of the 
Institute of Bankers for October 1937, by a learned writer 
who, in his closing remarks, expressed the view that the 
banks would be forced to rely on such clauses as could be 
inserted in their forms of guarantee and to watch carefully 
the position of debtors when the elements of fraudulent 
preference might be present. Considering that the case we 
are about to discuss had already been decided in the lower 
Court in favour of the bank, it is clear that the writer 
doubted whether the decision would be upheld by the 
Court of Appeal. 

Re Conley (trading as Caplan & Conley), ex parte The 
Trustee v. Barclays Bank Ltd. Re Conley (trading as 
Caplan & Conley), ex parte The Trustee v. Lloyds Bank Ltd. 
([1938] 2 All E.R. 127) was decided by Farwell, J. in 
favour of the two banks concerned. The facts were 
that Conley had accounts with the two banks which 
lent to him against securities, War Loan and building 
society shares, deposited by his wife and his mother. 
The securities were deposited under a memorandum 
of deposit which simply set out the conditions of deposit 
and did not involve the depositors in any liability for 
the debts. The overdrafts were later repaid by Conley 
and the securities released to the depositors. Then 
Conley became bankrupt and his trustee sought to 
reclaim from the banks the moneys paid in discharge 
of the advances, as constituting a fraudulent preference 
of the depositors over the creditors. 

In the lower Court, Farwell, J., at the request of 
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Counsel for both sides, with a view to avoiding, if possible, 
a long and expensive hearing, inevitable from the involved 
nature of the bankrupt’s dealings, agreed to decide on the 
law and to disregard the facts, the point being whether 
or not the depositors were sureties or guarantors within 
the meaning of s. 44 of the Act of 1914. He held that 
they were not, as they undertook no personal liability 
and that as a consequence, there was no fraudulent 
preference under the section. The Court of Appeal 
also agreed to consider the point and to disregard the 
facts, it being understood that the litigation would 
probably end with their decision. 

The principal fact which would have had to be 
decided was whether the debtor paid the banks with the 
dominant intention of preferring his wife and mother. 

In the result, the Court of Appeal held that the section 
did apply ; that the assumption that personal and direct 
liability tor a debt was essential to constitute a person a 
surety or guarantor was wrong. In support of this, the 
Court had reference to the definitions tound in all the 
textbooks on the subject and to the history of the law in 
this connection, and though some of. the references 
appeared to suggest that personal liability might be an 
essential ingredient, there was no definite statement to 
that effect and the Court declined to place such an 
interpretation on the terms in question. 

Farwell, J. had held that the significant words in s. 44 
of the Act—‘‘ any surety or guarantor for the debt due 
to such creditor ’’—extended only to cases in which 
personal liability was undertaken and did not include cases 
where the creditors’ only remedy was to realise the securi- 
ties deposited. The Master ot the Rolls, Clauson, L.J. 
and Luxmoore, J. agreeing, found it impossible to place 
this limited construction upon the section. “ It appears 
to me that the assumption of personal liability is not a 
necessary element in suretyship. “ Surety ’ and‘ security ’ 
are in origin the same, and the person who provides a 
pledge or security for the performance of another’s 
obligation is, I think, making himself, by means of that 
pledge or security, a surety tor that other, just as much 
as if he pledges his personal credit. The judge 
(Farwell, J.) was influenced by the view which he heid, 
that the creditor, who on receiving payment had handed 
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back the deposited security, would be left without a 
remedy against the depositor ’”’ and he (the Master of the 
Rolls) intimated that the question might have to be 
considered whether the delivery of the security had not 
been made under a mistake of fact. 

The Court further refused to accept the argument that 
the provisions of s. 28 (4) of the Bankruptcy Act, 1914, 
to the effect that an order of discharge “ shall not release 
any person who at the date of the receiving order was a 
surety or in the nature of a surety’ for the bankrupt, 
demonstrated that the word “ surety ’’ was used in s. 44 
in some narrow sense. 

In his judgment, Luxmoore, J. found himself in 
complete agreement with Farwell, J. in following the 
decision of Clauson, J. in Re Lyons, Ex p. Barclays Bank 
Lid. v. Trustee (rather than that of Eve, J. in Re Stanley & 
Co.) to the effect that if it was ultimately found that there 
had been undue preference, neither the wife nor the 
mother could, under s. 44, be held liable to repay. 

One must agree with the decision of the Court of 
Appeal, destroying, as it does, any hope for bankers of 
finding relief in such circumstances as those of this case, 
except by way of future legislation. Again, the risk is 
one which the banks must run, and no amount of vigilance 
will necessarily avoid their finding themselves in a similar 
position. It will be a pity if they feel forced, as a result 
of this decision, to strengthen their forms of guarantee so 
as to provide for the risk, for it will of necessity savour of 
judging the whole by the conduct of a few miscreants, 
and the more widely bank security forms are drawn— 
save to cover points of frequent occurrence—the less 
popular the banks become and the more open to charges 
of unreason and harshness. The fact that the tightening 
up of forms in such a case hurts no one but the person 
responsible for causing a loss seems to have little weight 
in the psychology of borrowers and sureties. 
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Appointments and Retirements 


Bank of England. 


Mr. Montagu Norman has been re-elected Governor 
of the Bank of England, and so enters upon his nine- 
teenth year of office. Mr. B. G. Catterns has again been 
elected Deputy Governor. Sir Otto Niemeyer and Mr. 
C. F. Cobbold are the two new Directors elected to the 
Board, the others being re-elected. 

Sir Otto Niemeyer has been connected with the Bank 
ever since his retirement from the Treasury eleven years 
ago. He is at present Chairman of the Bank for Inter- 
national Settlements. 

Mr. Cobbold is also on the staff of the Bank, and has 
hitherto been Chief of the Foreign Relations Department. 
He is a recognised authority on finance and economics, 
and possesses an intimate knowledge of the current 
financial position of the principal continental countries. 

Mr. E. T. Bunbury, who was a full-time executive 
Director, has retired for reasons of health, while Mr. 
Laurence J. Cadbury has retired in order to make room 
for an additional full-time Director. This increases the 
number of full-time Directors from two to three. 


Bankers’ Clearing House 


Mr. Colin F. Campbell, Chairman of the National 
Provincial Bank, Limited, has been elected Chairman of 
the Committee of London Clearing Bankers for the 
ensuing year. Mr. Edwin Fisher, Chairman of Barclays 
Bank, Limited, has been elected Deputy-Chairman. 


Bank of London & South America 


Mr. Hugh Kenyon Molesworth Kindersley, a Managing 
Director of Lazard Brothers & Co., has been elected a 
Director of the Bank of London & South America. He 
is on the Board of International Bank (Amsterdam), 
Kreutoll Realisation Company, Rolls-Royce, Royal 
Exchange Assurance, and Whitehall Trust. 


Bank of Scotland 


Mr. J. W. Johnston, London Manager of the Bank of 
Scotland for the past eighteen years, retired at the end 
of April. Mr. Johnston joined the Duns branch of the 
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Bank in 1889. Ten years later he was appointed to the 
London staff, and attained the rank of Assistant Manager 
in 1914. He succeeded the late Mr. William Smiles as 
Manager in 1920. 

Mr. Alexander Ballinghall, hitherto Assistant Manager 
at London, succeeds Mr. Johnston as Manager, while 
Mr. David Palmer Petrie, head of the securities depart- 
ment at London, becomes Assistant Manager. 


Discount Houses Committee 


Mr. Francis Goldsmith, Manager and a Director of the 
National Discount Company, has been re-elected Chair- 
man of the London Discount Houses Committee for the 
ensuing year. Sir Alfred Ernest Tritton, Bart., senior 
partner of Messrs. Brightwen & Co. (banking and dis- 
count agents), has been re-elected Vice-Chairman. 


Lloyds Bank 

Mr. J. A. Collishaw has retired from the position of 
Inspector at the Head Office of Lloyds Bank, Limited, 
after 44 years’ service. Mr. Collishaw was born in 1876, 


and educated at People’s College, Nottingham. He 
joined the Nottingham and District Bank at Nottingham 
in 1893. He was transferred to the Eastwood Branch in 
1894 and to the Head Office, Nottingham in 1898. In 
1902 he moved to the Capital & Counties Bank at High 
Wycombe and was appointed Accountant in Iog1I. In 
1918 he was appointed Manager at Aylesbury, and in 
1921 after the amalgamation of the Capital & Counties 
Bank with Lloyds Bank he was appointed as Inspector 
at the Head Office of Lloyds Bank. Mr. Collishaw is a 
Certified Associate of the Institute of Bankers. 

Mr. F. L. Nicholas has retired owing to ill-health from 
the position of Manager of Lloyds Bank, Limited, 
Newquay, Cornwall, after 40 years of banking service. 
He was born in 1878 and educated at Monmouth Grammar 
School. He joined the Capital & Counties Bank at 
Gloucester in 1898. He was transferred to their Branch at 
Newquay in 1906, and retained his position of Manager at 
that Branch on the amalgamation of the Capital & 
Counties Bank with Lloyds Bank. Mr. Nicholas is 
Treasurer of Newquay U.D.C., Newquay Nursing Asso- 
ciation, and Newquay Lifeboat. 
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American Banking 
By a Correspondent 


USINESS during March was a little poorer than in 
B February, just as the latter was a little under 
January, but, on the whole, it can be said that for 
the first three months of this year trade and industrial 
activity was maintained at about the low level reached 
at the end of 1937. On the other hand, financial affairs 
have taken a decided turn for the worse and there is now 
active apprehension lest the business recession be about to 
turn into another financial crisis. 

The absence of recovery in general business, the 
realisation that the railroads are facing a desperate 
situation, concern over the unsettlement in Europe and 
the shock of the failure, under unfortunate circumstances, 
of a well-known New Ycrk house have ccmbined to 
depress severely the securities markets. Stcck prices 
have broken through the low records of last November 
and have fallen, on the average, to levels not previously 
seen since April, 1935. As a whole stocks lost 25 per 
cent. of their market value in March, and by the end of 
that month had given up 95 per cent. of their two-year 
advance between March, 1935, and March, 1937. Rail- 
road issues, which were particularly weak, declined, on 
the average, to the lowest prices since August, 1932. 

Second-grade bonds, led by the rails, have suffered a 
drastic decline. The average price of railroad bonds having 
a rating of Baa fell 14 points in March to the lowest since 
1932 and to a level less than one-half of that of January, 
1937. Lower grade bonds showed even greater losses. 
Public utility and industrial bonds were less severely 
depressed but the average of all classes of second-grade 
bonds is now about one-third below the January, 1937, 
level. 

This severe fall in second-grade bonds has inevitably 
weakened the position of banks outside the larger centres 
which, because of the compulsion to seek a larger return 
on their funds than is available in the high-grade bond 
market, have invested substantial amounts in lower grade 
issues. Fortunately these banks are not, at present, facing 
any serious difficulties apart from their bond portfolios. 
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They have no large amounts frozen in mortgages, as 
was the case in the crisis that culminated in the 1933 
banking holiday, nor do they have to contend with a bad 
position in loans. Furthermore there seems less likelihood 
on this occasion that the banks will have to meet 
frightened withdrawals as they did in 1931 and 1932. 

With deposit accounts insured up to $5,000 each by 
the Federal Deposit Insurance Corporation there appears 
to be almost no anxiety concerning the banks on the part 
of the public as a whole. The volume of money in 
circulation, while it remains abnormally high compared 
with pre-depression years, has shown no tendency to 
expand and is, at present, somewhat below the level of a 
year ago. It is, however, a little early to estimate what 
the public attitude might be should bank closings become 
numerous. That has not yet happened, but the Federal 
Deposit Insurance Corporation is busy arranging mergers 
and otherwise seeking to strengthen its members and it 
is not unlikely that the Reconstruction Finance Corpora- 
tion will again be called upon before long to provide more 
banking capital. 

From the standpoint of money involved the Whitney 
failure was not important, but for a short time at least 
it had important psychological reactions. Mr. Whitney 
had been an outstanding figure on Wall Street, and had 
acted as President of the New York Stock Exchange 
during the difficult crisis years. He had also been one 
of the leaders of Wall Street’s opposition to the New 
Deal reforms. Thus his failure, in particularly distressing 
circumstances, is indirectly calculated to weaken the 
ability of Wall Street to resist future political changes, 
and conversely to make it easier for Washington to impose 
Government supervision and regulation. 

Meanwhile the deflation of bank credit has been 
progressing rapidly. Bank deposits have suffered a 
considerable decline since the beginning of the year, as 
the March 31 statements of condition indicate. Business 
loans have decreased further and brokers’ loans in New 
York City have been cut back to where they were five 
years ago. The total of loans and investments of reporting 
member banks of the Federal Reserve System in I0I 
leading cities is now $1,463 million below its level of a 
year ago. The detailed figures of these banks at the end 
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of March, compared with a month and a year ago, are 
given below :— 
(In millions of dollars.) Increase or Decrease 


since 

March 30, Feb. 23, March 31, 

1938. 1938. 1937: 

Demand deposits adjusted .. sé 14,268 — 308 —852 

Deposits of foreign banks .. re 355 —20 —98 

Total loans and investments ; 20,810 — 357 —1,463 
Commercial, industrial and agricul- 

tural loans .. 4,299 —79 ° 

Loans to brokers and dealers i in 

securities .. 680 —5I —625 

U.S. Government’s direct and indirect 8,934 — 363 —661 

Other securities she af as 3,105 +131 —207 

Reserves - 5,755 +82 +582 


* Comparison not available. 


There has been a further expansion in excess reserves, 
due partly to the decline in deposits and partly to an 
increase in actual reserves resulting from the renewed 
imports of gold. The total excess is now about $1,560 
millions, the largest for about a year and more than double 
the volume in existence last August. 

Gold began to flow into the United States from Europe 
about the middle of March, after a Japse of five months in 
which imports had been negligible and some exports had 
occurred. By the end of the month engagements of 
about $40 millions had been announced, the larger part 
being from England. In addition Japan has resumed 
shipments and an additional $20 millions or so has come 
from that quarter. It does not, however, appear that the 
renewed gold flow to this country reflects any considerable 
influx of capital. The balance of trade is at present about 
$100 millions a month in favour of the United States and, 
in the absence of capital outflow, this is sufficient to bring 
in a substantial amount of gold. During the final quarter 
of last year European withdrawals of capital were 
substantial, the net withdrawal of foreign funds, according 
to Treasury figures, having been $516,554,000. Exports 
of gold were nevertheless relativ ely small. 

In the face of the deepening business crisis the 
Administration in Washington continues to do nothing, 
and Congress has been engaged in wrangling over a 
measure to confer upon the President power to reorganise 
certain bureaux to the accompaniment of partisan “strife 
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seemingly out of all proportion to the character of the 
measure involved. The principal proposal so far brought 
forward to meet the depression is a plan for increasing the 
lending facilities of the Reconstruction Finance Corpora- 
tion, which seems to carry further the curious similarity 
between the Roosevelt methods in the face of a severe 
business crisis and those of the Hoover regime. Informed 
observers in Washington state, however, that the Admin- 
istration is at length coming around to the conclusion 
that the depression will not cure itself, and with important 
Congressional elections scheduled to be held next Fall, 
the chances of some effort to come to grips with the 
situation within the next few weeks seem to have 
increased. The difficulty, obviously, is that the Adminis- 
tration, having come to grief with so many of its 
experiments, feels that it cannot afford to make a mistake 
this time. It has delayed in the hope that something 
would turn up with the result that relatively simple 
measures, such as tax reform and a truce with the 
utilities, which might have been of great help a few 
months ago no longer seem sufficient to meet the situation. 
That renewed deficit financing will be resorted to in the 
end seems to be the opinion on all sides. What effect 
that will have in the long run can only be conjectured, 
but in view of the heavy national debt that has already 
been piled up the prospect is none too reassuring. 
*,,.*This review was despatched from New York prior 
to President Roosevelt’s announcement of his new 
programme. Briefly this programme includes the des- 
terilisation of gold, the lowering of member bank legal 
minimum reserve requirements, an increase in the lending 
power of the Treasury and the Reconstruction Finance 
Corporation, and fresh expenditure upon public works. 
The total sum to be spent or lent in these ways is 
approximately $4,500 millions. Parts of this programme 
were clearly anticipated, as appears from the concluding 
paragraph of THE BANKER’S New York Correspondent’s 
review. The real cause is whether this programme will 
inspire confidence, so that industry avails itself of the 
new assistance offered to it by the Administration.— 
Editor, THE BANKER. 
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French Banking 
By M. Mitzakis 


HE period experienced since the resignation of 
M. Chautemps on March Io has been one of the 
most troubled and confused periods of recent 
years in the economic and political life of France. For 
a month, until April 9, the second Popular Front 
Government of M. Blum—who bravely assumed respon- 
sibility for the Finance Ministry—sought to find a 
financial solution amidst new stay-in strikes and in the 
face of extremely grave political developments in Europe. 
In spite of having a sufficient majority in the Chamber 
of Deputies, the programme of the Socialist leader, 
demanding plenary powers, an inflation of Frs. 30 mil- 
liards and a capital levy, was rejected by the Senate. 
M. Daladier then quickly succeeded in forming a Govern- 
ment without the support of the extreme Left and with 
a much more moderate financial programme, which was 
approved in one day by Parliament. 

In the course of this hectic month, the foreign 
exchange market did not show much excitement. The 
range of the fluctuations of sterling was much narrower 
than during the first half of March, and money rates 
were if anything lower, as is shown by the following 
table :— 


End of Endof End of 
Jan. Feb. Mar. 


; % % % 

Banque de France rediscount rate 3 3 3 
Market rate of discount .. - és 34 33 33-34 
Day-to-day money on is “ 2} 2} 2} 
Loans on Bons de la Défense Nationale :— 

Market rate forone month .. $s 2% 2k 3 

Market rate for 3 months “a sin 3} 3t 3} 
Rates on loans on securities :— 

On the Parquet in ‘ ai 43 4} 24 

On the Coulisse aa +s - 8} 8} 74 


This relative stability is not so paradoxical as it 
appears at first sight. There were several factors tending 
N32 
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to ofiset or prevent the outflow of capital which would 
otherwise have accompanied the politico-social crisis. First 
of all, the capacity of capitalists to export funds is be- 
coming smaller asa result of the large amount already ex- 
ported. The figure for the total of French refugee funds 
has, in the course of recent Parliamentary debates, been 
estimated at Frs. 80 milliards. The cash resources of many 
industrial undertakings have become inadequate as a 
result of the rise in prices. For this reason there lately 
have been some repatriations. Moreover, there has been 
no further speculative selling in the foreign exchange 
market. Professional speculators prefer to abstain from 
committing themselves further. 

As in March, the returns of the Bank of France 
provided the true barometer of the financial difficulties 
and the growing requirements of the Treasury :— 


End of Endof_ End of 
Jan., Feb., Mar., 


1938 1938 1938 
ASSETS. —- —- -- a= 

Gold Reserve a ii ii ws 58,933 55,806 55,806 
Foreign Exchange reserve (total) ie 850 824 822 
Discounts (total) .. és ‘a ‘ 12,527 11,323 10,504 
Advances on securities 3,824 3,852 3,825 
Advances up to 30 days .. ™ al 924 ~=—«i,, 116 997 
Bonds of the Caisse Autonome .. “se 5,580 5,575 5,575 
Provisional advances to the Treasury— 

(a) Regularisation oi previous advances 3,200 3,200 3,200 

(b) New advances (agreement of June 

30, 1936) .. - 12,084 





LIABILITIES. 


Note circulation .. ee - es 92,255 94,220 98,094 
Current and deposit accounts (total) 26,409 21,447 23,642 
of which— 
Treasury is ies se wid 182 44 26 
Caisse Autonome ‘a i - 2,506 2,103 2,206 
Private Accounts ‘a is es 23,52I 19,235 21,312 
Total of sight liabilities .. oi .. 118,664 115,668 121,737 
Percentage of gold cover os sn 49°66 48:25 45°84 


The increase in Government advances, rising from 
Frs. 9,820 millions at the end of February to Frs. 10,620 
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millions, Frs. 13,270 millions, Frs. 14,590 millions and 
Frs. 16,490 millions during the four weeks of March, is 
very impressive indeed. The previous maximum limit 
of Frs. 15 milliards, fixed on June 30, 1937, had to be 
raised at the request of M. Blum, and the law of March 25, 
1938, fixed the limit at Frs. 30 milliards. The Daladier 
Government again obtained authority to raise the 
maximum, this time by another Frs. ro milliards to 
Frs. 30 milliards, of which Frs. 18 milliards has already 
been used up This amount is, of course, in addition to 
the Frs. 22 milliards of so-called provisional advances 
which exist by virtue of the Convention of June 18, 1936. 
The Daladier Government has now a margin of more 
than Frs. 12 milliards available, and has obtained 
authorisation to issue immediately a loan of Frs. 15 mil- 
liards. If this is carried out amidst the improved 
conditions, the Government will no longer be pre- 
occupied with the problem of Treasury liquidity which 
weighed so heavily on previous Governments. 

The difference between the programme of M. Blum 
and that of M. Daladier is that the latter does not include 
exchange control, the revaluation of the gold stock of 
the Bank of France, capital levy, taxation of rentes or 
the suspension of the sinking fund. The main object of 
M. Daladier’s programme is the stimulation of production 
through fiscal concessions and credit facilities, especially 
the right of Government contractors to draw bills on the 
Government; the restoration of the budgetary unity 
and a moderate fiscal effort directed against industrial 
firms enjoying monopoly; and borrowing for the require- 
ments of national defence. These measures should be 
sufficient to supply the Frs. 35 milliards which the 
Treasury will require between now and the end of the 
year. The Government also expects that by restoring 
social order and putting an end to stay-in strikes it will 
increase confidence and cause repatriations which, by 
reviving trade, will lead to increased revenue. M. Dala- 
dier has already attained his first success, since work has 
been resumed in factories working for the requirements 
or rearmament, against an increase of wages by 7 per 
cent. The workmen were even prepared to extend the 
working week from 40 hours to 45 hours, overtime being 
paid at normal rates. 
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In the course of April the leading banks published 
their annual balance sheets, with the exception of the 
Comptoir National d’Escompte, whose balance sheet will 
not be published until May. The figures available show 
that in spite of the instability of monetary, economic, 
social and political conditions which characterised 1937, 
the profits of the leading banks were larger than during 
1936. The banks were able to maintain and even increase 
their high degree of liquidity. The following table gives 
some indications in this respect :— 


Banque 
Summarised balance Nationale 
sheets to Crédit Société pour le Crédit Crédit 


December 31, 1937. Lyonnais Générale Commerce Commercial Indus- 
etl’In- de France | trial et 
dustrie Commercial 





(in thousands of francs) 


LIABILITIES 
Capital cm aia 400,000 625,000 140,000 200,000 100,000 
Reserves T = 800,000 390,000 13,354 210,000 70,000 
Sight deposits ul 11,100,052 9,009,048 3,628,443 2,182,975 1,869,578 
Time deposits ia 560,232 420,165 312,490 412,865 301,864 
Miscellaneous we 22,512 262,604 43,305 69,393 31,557 

Profit and loss— 
Year 1937 ws 83,391 55,892 15,394 15,608 5,633 
Brought forward .. 24,285 17,769 3,253 9,600 3,012 








ASSETS 

Cash and with the 

Banque de France 988,591 1,353,079 356,738 231,172 152,076 
Bank balance - 928,182 1,374,990 701,289 459,157 172,486 
Short-term securities 7,773»794 4,936,154 2,131,425 1,392,637 1,318,248 
Total liquid assets .. 9,690,537 7,664,223 3,189,452 2,082,966 1,642,810 
Loans, etc. .. 7 3,258,057 2,612.731 900,484 965,023 648,005 
Miscellaneous as 6,876 129,693 38,866 6,090 22,081 
Due to shareholders — 302,444 — _- 48,750 


Investments ee 35,000 71,382 27,500 40,361 20,000 








Total a ‘a 12,990,473 10,780,478 4,156,303 3,100,443 2,381,647 








In their reports to the shareholders, the banks, 
nevertheless, emphasise the fact that their expenses on 
personnel now represent about 80 per cent. of their total 
expenses, and that the business year of 1938 will be 
burdened by the increased social charges which affected 
1937 for half the year only. They expressed the hope 
that legislative measures would check the general rise in 
prices and salaries, which might lead to grave situations 
in France’s industry and trade. Although the reports 
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were prepared in the course of the first quarter of 1938, 
amidst a succession of political crises, they emphasised 
the recuperative power of France and her immense 
potential economic resources. Nevertheless, the reports 
warned the authorities against the consequences of 
monetary instability and a social policy contrary to the 
interests of savings and trade. 

Fortunately the second quarter of 1938, which also 
started amidst unpromising auspices, is developing more 
favourably. Asaresult of the favourable reception of the 
new Radical Government, the franc distinctly improved, 
the sterling rate declining in two days from 161 to 158, 
against the record rate of 167 in March. Without 
exaggerating the extent of probable buying pressure on 
the franc—which is bound to be affected by the directly 
or indirectly inflationary measures just passed—French 
financial circles interpret the termination of the industrial 
conflicts as a good start. It is now hoped that the 
political troubles of recent months have aroused in the 
nation a desire for national unity. The economic horizon 
therefore appears to be clearer for the moment, in spite 
of the technical problems of financing, which remain to 
to be solved in the interests of national defence and the 
revival of normal trade activity. 


Latin America 
By a Correspondent 


HERE has been a complete reversal in Argentina 
from the prosperous conditions ruling twelve 
months ago, mainly owing to the adverse effect 

of drought upon the crops. Fine cereals—wheat, lin- 
seed and oats—are harvested towards the end of the 
year, and seasonal export activity usually begins in 
December. This season, however, crops have turned 
out short, whilst Argentine farmers have been unwilling 
to accept the present world level of wheat prices, so that 
shipments have been on a very small scale. In the period 
January I to March 25, 1938, wheat exports reached only 
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746,633 tons compared with 2,510,150 tons in the corres- 
ponding period of 1937; linseed shipments were 376,951 
against 675,892 tons; and shipments of old crop maize 
only 119,203 against 2,333,937 tons. The exportable 
surplus of wheat as at March 26 was at the low level of 
1,529,573 tons and that of linseed 807,551 tons. The 
exportable surplus of old crop maize was 298,372 tons, 
and the forthcoming crop in April will also be very short, 
owing to the recent drought, and is officially estimated 
at 4,500,000 tons, a reduction of nearly 51 per cent. on 
the previous crop. This would indicate an export 
surplus of maize of around 3,000,000 tons—a very small 
figure indeed when it is recalled that Argentina exported 
over 9,000,000 tons of maize last year and nearly 8,400,000 
tons the year before. 

Owing to the adverse outlook, orders for imports are 
now much reduced, so that it is likely that by mid-1938 
actual import statistics will be at a much lower level. 
What is certain is that, with the decreased purchasing 
power, competition in the Argentine markets during the 
ensuing months will be more than usually keen. The 
bright spot in the picture is that recent good rains have 
facilitated ploughing and sowing for next season’s crop, 
and, should these turn out well at the end of the year, 
the pendulum would once more swing back to prosperity, 
thereby illustrating the sharp variations of fortune in 
primary producing countries such as Argentina. 

The recession in trade is reflected in bank clearings, 
the aggregate value of cheques passed through the 
Buenos Aires Bank Clearing House in the first two 
months of 1938 having been 6,140,000,000 pesos, com- 
pared with 6,357,000,000 pesos in the corresponding 
months of 1937. With regard to foreign trade figures, 
exports in the first two months of this year totalled only 
272,000,000 pesos compared with 557,000,000 pesos in 
the like period of 1937, and, with imports worth 
270,000,000 pesos against 196,000,000 pesos, the export 
surplus as at end-February was only 2,700,000 pesos 
(£170,000 sterling) against the very high figure of 
361,000,000 pesos (£22,500,000) at the same date in 1937. 
The present high level of Argentine imports represents 
orders placed many months ago during the period of 
prosperity. The time-lag between the contraction in 
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exports which began last July and the corresponding 
diminution of imports has been unusually protracted. 
This may be explained by the fact that orders continued 
to be placed under the influence of the 1937 boom up to 
November last, when drought and late frosts gave the 
first indication that 1938 would be a much less prosperous 
year than its predecessor. Normally, a decline in exports 
begins after a crop failure or an external cause, but last 
year shipments abroad began to contract long before 
any misgivings were felt about the coming harvest, 
inasmuch as, owing to abnormally large exports early 
in the year, there was scarcely any surplus of cereals 
available for shipment. 

The report of the Argentine Central Bank for 1937 
discloses that some go per cent. of export exchange is 
sold in the official market and is utilised for the whole of 
the foreign debt service and for the payment of 83 per 
cent. of imports at the official selling rate of 16 pesos 
per £ sterling. Imports paid with “ free’ exchange in 
1937 amounted to about 256 million pesos (nearly 17 per 
cent. of total imports), and out of that sum about 100 
million pesos represented payment for automobiles and 
spare parts. The bank discloses that it has intervened 
where necessary since 1934 in the “free” exchange 
market, but that, owing to the recent sharp fall in 
exports, the cost of doing so has seriously depleted the 
reserves destined to supply the official market. The 
withdrawal of support to the ‘‘free’’ market is doubtless 
the cause of the recent sharp rise in the rate to about 
20 pesos per £, which renders more expensive the imports 
from countries unable to obtain prior import permits. 
Imports from Great Britain are not necessarily affected by 
the deterioration in Argentine foreign trade at present, 
as British goods are paid for at the official rate of 16 
pesos per {. Should, however, the volume of foreign 
exchange coming forward continue to shrink, Argentina 
may be forced to curtail imports from Britain and other 
favoured countries by making an adjustment in the 
official selling rate. It is sincerely to be hoped, however, 
that this will be avoided, and the remarks of the Central 
Bank in this respect are somewhat reassuring from the 
point of view of existing exchange reserves. 

There has been official recognition of the recession 
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in Argentina’s position, and the first Cabinet Council of 
the new Government decided to subject the 1938 Budget 
expenses to a thorough overhaul. The Buenos Aires 
Stock Exchange in its report for 1937 also emphasised 
the necessity for prudence in expenditure on both 
private and public account. Should due economy be 
exercised, there is certainly no cause for pessimism in 
the long view of Argentine affairs despite the present 
setback. The economic situation is fundamentally 
sound, credit is under the strict control of the Central 
Bank, and the general outlook for products other than 
grain is favourable. 

In Uruguay, seasonal export activity in the wool 
market is long overdue, and, although there is now 
moderate activity, the export movement generally is 
still at a comparatively low level. The United Kingdom 
again headed both the import and export lists in the 
year 1937, and, with foreign trade conducted on a basis 
of reciprocity, import exchange quotas are now being 
fixed monthly instead of quarterly, in view of the smaller 
supply of export exchange. Nevertheless, a fair amount 
of exchange covering imports from countries with import 
exchange quotas is being allotted, the “ free controlled” 
selling (or importers’) rate remaining at 273}d. per peso 
for cable transfers on London, whilst the exporters’ rate 
is still fixed at 313d. The “ free’’ exchange market is 
weak, partly in sympathy with the Argentine “ free” 
peso, and the cable selling rate in Montevideo on London 
has risen to over 12:00 pesos per {. At present, the 
State Bank is allotting £5,000 daily of exchange in cover 
of imports authorised at the “ free’’ exchange rate, 
i.e. those proceeding from countries without an exchange 
quota. 

The total value of all Brazil’s exports in 1937 was 
£42,530,000 (gold) against £39,069,000 (gold) in 1936, 
and as total imports were worth £40,608,000 (gold), 
against {30,066,000 (gold), the recorded export surplus 
at the end of December last was under £2,000,000 (gold), 
compared with over {9,000,000 (gold) a year previously. 
Brazil’s declining share in world coffee markets is reflected 
in the fact that her coffee exports in 1937 represented 
only about 42 per cent. of total exports, compared with 


over 72 per cent. in 1933. 
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Nevertheless, following the recent change of policy 
towards unrestricted competition, there is undoubtedly 
a better tendency in the Brazilian coffee trade, exports 
for the three months ended February, 1938, having 
almost equalled total shipments during the preceding 
five months. Shipments, however, must rise to a much 
higher level to compensate for the decrease in total 
income represented by the recent cut in prices. 

Taking the long view, it is unlikely that there will be 
any relaxation of restrictions in the foreign exchange and 
import markets in Brazil until coffee exports expand 
substantially so as to restore the present dwindling 
balance of trade. Following the intensification of ex- 
change control at the end of the year, whereby the 
Bank of Brazil was granted a monopoly to purchase all 
export bills and transfers from abroad, the present 
position is that, from the exchange acquired, the Bank 
of Brazil supplies the Government’s requirements, and 
the balance is distributed in specified order, preference 
being given to the payment of imports. In order to 
avoid the protest of foreign import bills for which ex- 
change is unobtainable at maturity, deposits in milreis 
are made on due date by the drawees at a provisional 
rate. Since the beginning of January, the Bank of 
Brazil have made periodical announcements regarding 
the distribution of exchange cover in payment of foreign 
import bills for which deposits in milreis have been duly 
effected at the stipulated provisional rate. Such cover 
was at first provided by them weekly for delivery within 
60 days, the last distribution on that basis having been 
made on February 14 in respect of bills falling due up to 
February 7. Some improvement in the exchange posi- 
tion, however, is indicated by the fact that on Feb- 
ruary 21 the Bank of Brazil announced that the exchange 
cover for bills against which milreis deposits have been 
made would be distributed daily (instead of weekly) for 
delivery in 30 days (instead of 60 days). Since the 
above measures were instituted, the Bank of Brazil 
have bought export exchange at the fixed rate of 
Rs.17$300 per U.S. dollar; provisional deposits against 
bills for collection are made at Rs.17$600 per dollar and 
such bills are liquidated at the same rate. All rates 
are based upon the dollar and rates for other currencies 
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are in proportion. Purchasers of exchange pay a tax of 
3 per cent. 

Latest official figures regarding banking operations in 
Brazil are dated September 30, 1937. These show that 
the total sum of fixed and sight deposits of all banks 
amounted to 8,632,046 contos of reis, compared with 
8,200,970 contos twelve months previously, whilst the 
combined total of discounts and loans was 8,980,890 
contos, against 8,020,970 contos. The total amount of 
cash on hand as shown in the combined balance sheets 
was 818,097 contos compared with 741,643 contos. 
There was a small increase in the subscribed capital and 
reserves of the banks, from 1,762,955 contos to 1,775,568 
contos. 

Owing to the phenomenal demand for copper at high 
prices early in 1937, Chile’s total exports in that year 
were worth 948,000,000 pesos (of 6d. gold), against only 
562,000,000 in 1936, and the recorded export surplus 
as at December 31 last was 519,000,000 pesos, against 
216,000,000 twelve months previously. In assessing the 
actual trade balance, however, allowance must be made 
for the fact that only part of the value of certain exports— 
as for example copper and nitrate which form the bulk 
of Chile’s total exports—returns to the country, whereas 
the full value of such exports is included in the official 
trade returns. Therefore Chile’s recorded “‘ favourable ” 
balances of trade cannot be said to constitute a clear 
index to the Republic’s international balance of pay- 
ments nor to freely available supplies of foreign exchange, 
expecially as, excluding great Britain and the United 
States, many of the countries with which Chile trades— 
notably Germany—are operating under “‘ compensation ” 
agreements. 

The large figure of exports from Chile in 1937 was 
accumulated mainly in the early months of that year, 
since when there has been a steady decline in the monthly 
value of shipments. This contraction is already leading 
to a return of exchange stringency. The present shortage 
of sterling and dollar exchange in the recognised ‘‘ export” 
market is acute, and would be even more so were not 
many retail traders unable to pay their import bills due 
to their own difficulties of collecting outstanding accounts. 
The Central Bank of Chile, in its report covering 1937, 
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admits that it is not yet possible to calculate the extent 
of the international drop in prices and its repercussion 
upon Chile, which will be seen more clearly in the course 
of the present half-year. It is admitted that certain 
branches of business have accumulated large stocks; that 
wholesale trade complains of difficulties in effecting col- 
lections ; and that there have also been some bankruptcies 
of importance. Nevertheless, the Central Bank does not 
regard these signs as yet sufficiently strong to portend 
the approach of another crisis. This year’s crops 
promise well, the country is in a condition to maintain 
a large level of employment, and constructional activities 
should be maintained at the level of last year, although 
the output of copper on the other hand will possibly 
contract. 

Therefore, in the opinion of the Central Bank, if a 
crisis should occur, this would be caused much more by 
external than internal factors. The country could defend 
itself against the effects of an international crisis up toa 
certain extent, by means of an adequate economic and 
monetary policy. 

The Chilean money market presented no d‘fficulties 
in 1937. A slight tendency to restrict bank credit in the 
second half of the year was only of a temporary and local 
nature. The total of bank advances increased in the 
course of the year by 138 million pesos, that is, by a little 
over 7 per cent., which represents, taking into account the 
large volume of these operations (over 2,000 million pesos), 
an entirely satisfactory figure. The cash holding posi- 
tion of the banks, taken as a whole, was also satisfactory 
during the year; hence rediscounts with the Banco 
Central were maintained, subject to minor fluctuations, 
at a relatively low level amounting to a daily average of 
175 million pesos, the highest figure being 35-9 million 
pesos at the end of April, and the lowest 3-3 millions in 
August. 
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International Banking Review 
ITALY 
Ts banking year of 1937 was highly satisfactory. 





As was reported last month, the three leading 

Italian banks, the Banca Commerciale Italiana, 
the Credito Italiano and the Banco di Roma, declared a 
dividend of 4 per cent. for the first time since the general 
reconstruction of the Italian banking system, and the 
publication of the accounts shows that the resumption of 
dividend was fully justified by the sharp increase in net 
profits. In the case of the Banca Commerciale Italiana, 
for instance, the net profit increased from 18,271,000 lire 
to 34,915,000 lire. Deposits and current accounts and 
other items also show a remarkable increase. The larger 
turnover is attributed to the growing activity mainly 
connected with rearmament. 

An agreement has been reached for the revision of the 
terms of the Anglo-Italian exchange clearing agreement. 
Under the new agreement, British exporters are entitled 
to 87 per cent. of the sterling amounts accumulated in the 
London clearing office, instead of 70 per cent. as before. 
The allocation for financial transfers is increased from 
3 per cent. to 63 per cent. The remaining 63 per cent. 
is allocated in the first instance to the settlement of such 
trade arrears as may still exist. Any balance not 
required for this purpose will be placed at the free disposal 
of the Italian Institute of Exchange. On the other hand, 
the Italian Government undertakes to pay in sterling for 
freight and insurance of British exports to Italy, and 
also to make a settlement, within six months, of the 
trade arrears due from Italy to British colonies. 

AUSTRIA 

Arrangements have been made for the liquidation of 
the Austrian National Bank. A number of its branches 
have already been converted into branches of the Reichs- 
bank, while the Vienna head office has been divided into 
two sections, one of which is the Vienna office of the 
Reichsbank while the other is known under the name of 
the Austrian National Bank in Liquidation. The foreign 
assets and foreign business of the National Bank are 
provisionally in the hands of the latter department. 
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Other important changes in the Austrian financial 
system include the decision to place the Vienna banking 
firm of S. N. Rothschild under the control of the Bank 
for Public Works, a Government-controlled institution. 
Legal action has been taken by Baron Eugéne de Roths- 
child in both London and New York to prevent the 
transfer of the assets of the Vienna banking house on the 
instructions of the German authorities or those acting 
under their instructions. In London an injunction was 
granted to restrain Messrs. N. M. Rothschild and Sons 
from parting with cash and securities held on behalf of 
the Vienna house. 

Those of the executives of the Creditanstalt who were 
arrested after the change of regime, owing to the fact 
that the Bank had subscribed to the funds collected for 
the Schuschnigg plebiscite, have now been released and 
have resumed work for the Bank. The Merkur Bank, 
which is controlled by the Dresdner Bank, will retain 
its identity. For the time being, at any rate, it will not 
be absorbed by the parent institution. 

It now appears that the amount of Austrian credits 
outstanding in London is very small. Only one of the 
London banks has granted a noteworthy amount, and 
most of that is duly secured. The London banks have 
decided not to agree to any suggestion that these small 
outstanding credits should be included in the German 
standstill agreement. The amount of foreign schilling 
balances in Vienna is also very small, but in any case the 
German authorities have agreed to convert these balances 
into free reichsmarks on the basis of one reichsmark for 
1} schillings. As a result of this conversion, the holders 
of the balances obtain free reichsmarks at a very 
favourable rate. On the other hand, foreigners owing 
schillings stand to lose as a result of the rate of con- 
version of their schilling liabilities into reichsmarks. 

The use of travel marks has not yet been extended 
over Austria, and it is understood that the Reichsbank 
is only prepared to agree to its extension if at the same 
time the standstill creditors agree that the purchase of 
travel marks for the whole of the enlarged Reich shall 
be accompanied by a simultaneous purchase of free 
marks. By such means the Reichsbank hopes to retain 
the influx of foreign exchange which the Austrian National 
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Bank obtained from tourist traffic. This arrangement 
would be detrimental to the interests of the standstill 
creditors. Nevertheless, the matter is of comparatively 
small importance, since, judging by the fact that British 
tourist traffic in Austria for the Easter season was only 
about Io per cent. of its last year’s figure, the amount 
involved will be only a fraction of the £7 millions obtained 
by the National Bank from that source during 1937. 


HOLLAND 


It appears that, after all, the agitation of the Dutch 
Investors’ Front against the issue of conversion loans on 
terms too favourable to the debtors has produced some 
slight result. Owing to the cheapness of money, a number 
of loans issued less than a year ago, in some instances 
at a premium, have already been converted to a lower 
interest rate. The authorities of the Amsterdam bourse 
have accordingly stipulated that in such cases in future 
the premium shall be returnable if the conversion takes 
place within a year of issue, two-thirds of the premium 
within two years and one-third within three years. 
Moreover, a compensation of I per cent. per annum shall 
be paid. No issue failing to comply with these conditions 
can in future be quoted on the bourse. Apart from this, 
the efforts of the investors’ front have met with no 
success, although the political uncertainty on the conti- 
nent following upon the annexation of Austria led to 
some flight of capital from Holland and discouraged to 
some extent the issue of conversion loans. 


SWEDEN 


The recession in business activity, which could be 
noticed in Sweden towards the end of 1937, has become 
still more accentuated in 1938 and the general index of 
Swedish business activity, which in December fell from 
120 to 119, dropped in January to 117 (100 = 1,935). 
Yet so far demand for fresh credit accommodations does 
not seem to be slackening and the Swedish joint-stock 
banks reported a further increase during March in 
ageregate advances of Kr.59 millions to a total of 
Kr. 4,144 millions. The commercial bills portfolio showed 
a marked increase of Kr. 31 millions, and advances 
against mortgages one of Kr. 34 millions. Lending 
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against mortgages, which was formerly carried out 
chiefly by special mortgage banks, saving banks and 
insurance companies, has lately to a growing extent been 
carried out also by the joint-stock banks, whose aggregate 
mortgage loans now have reached the top record figure 
of Kr. 1,800 millions or about 42 per cent. of total 
advances. At the same time deposits have also risen 
by Kr. 50 millions to an aggregate total of Kr. 4,073 
millions. This increase refers entirely to sight accounts, 
while long-term deposits declined substantially in March 
as a result of the new scheme for interest payment on 
bank deposits, adopted by the Swedish joint-stock banks 
in 1937, which has caused a transfer of money from term 
to sight accounts. The banks’ cash reserves declined 
again in March by Kr. 24 millions, and stood at the end 
of March at Kr. 588 millions, still an abnormally high 
figure. 

While the foreign assets and liabilities of the Swedish 
joint-stock banks showed only insignificant changes in 
March, the Bank of Sweden has during the month 
carried out larger foreign exchange operations than 
usual, which have resulted in a decline in the aggregate 
foreign assets of the Bank of Sweden and the joint-stock 
banks by Kr. 47 millions to a total of Kr. 1,024 millions. 
The most important of the foreign transactions of the 
Bank of Sweden was the purchase of gold abroad, which 
resulted in a net increase in the gold reserve of Kr. 21 
millions to a total of Kr. 494 millions, reckoned at the 
statutory gold value of the krona. Against this increase 
in the gold reserve and also in the Bank of Sweden’s net 
balances with foreign banks by Kr. 21 millions, there is 
a reduction of the bank’s foreign bill portfolio by Kr. 81 
millions. These purchases of gold by the Swedish 
Riksbank were probably made in connection with the 
growing political uncertainty abroad, a policy which 
incidentally was followed by the Norwegian and Finnish 
Central Banks, with whom the Bank of Sweden maintains 
close contact. 

SPAIN 

Shareholders of the Bank of Spain will shortly be 

paid a dividend of 6 per cent. This is the first time 


since July 1936, when the civil war broke out, that any 
o* 
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dividend has been declared. At the same time it js 
reported from Madrid that the Workers’ Control Com- 
mittees, which have been running the bank, have been 
removed, and that nobody is allowed to draw any sum 
from any bank unless he is the owner of an account. 
This measure is interpreted as a gesture calculated to 
prepare the way for a conciliation between the Govern- 
ment and the insurgents. 

Rumours that have been circulating regarding alleged 
negotiations for a credit in favour of General Franco's 
Government may be dismissed as entirely unfounded. 
It is conceivable that after the termination of the civil 
war funds might be made available for the purpose of 
reconstruction, but any negotiation to that end would 
at present be premature, especially as the payment of 
outstanding banking and commercial arrears has been 
completely at a standstill for some months. Foreign 
trade, conducted with both Government-controlled and 
insurgent-controlled Spain, is pursued entirely on a cash 
basis. 

DANZIG 

It is believed that the authorities of the Free City 
of Danzig are preparing a new devaluation of the Danzig 
gulden. It is believed that this drastic step is being 
urged by Nazi business circles, who aim at a depreciation 
of outstanding debts, but it is being considered mainly 
owing to the severe banking and economic difficulties 
prev vailing in the Free City. Asa result of the impoverish- 
ment of the population since the acquisition of control 
by the Nazi regime, the State revenue has declined 
materially. Towards the end of March, probably in 
connection with the intended devaluation, the Danzig 
authorities decreed that all transactions in the Free City 
must be made in gulden. No other currency is permitted, 
even the Polish zloty, which was formerly a secondary 


currency in the Free City. 














Books 


An INTRODUCTION TO MONEY. By W. A. L. CouLBorn. 
(London, 1937: Longmans Green & Co., Ltd. 
6s. net.) 

Mr. COULBORN has attempted the ambitious task of 
compressing within 270 pages the whole of monetary 
history, theory, policy and practice. A large section of 
the book deals with such abstruse material as Mr. Keynes’s 
“general theory ’’, while another section comes down to 
such practical details as the Bank of England’s weekly 
return and the clearing bank returns. It is inevitable 
that the book, covering as it does such a wide field, 
should at times be sketchy. While parts of it make 
interesting reading, the book as a whole is too much of a 
mixture of advanced and elementary material to be 
recommended either as a textbook for beginners or as a 
treatise for advanced students. 





EarLY British Economics. By M. BEER. (London, 
1938: George Allen & Unwin. 8s. 6d. net.) 

TuIs book covers the development of economic science 
in Great Britain from the thirteenth to the middle of the 
eighteenth century. It provides a useful reminder that 
economics did not begin with Adam Smith but existed 
many centuries before. It quotes Bacon as stating that 
money is the life-blood that nourishes and moves the 
whole body politic. Sir Thomas More was well aware, 
even in the sixteenth century, that “‘ yf glasse weare as 
rare as silver, it should be as deare as silver.’’ By far the 
largest part of the discussion on economic topics con- 
cerned, of course, the debasement of the coinage, but a 
great deal has been written about the balance of trade, 
and even on foreign exchange. 


INTERNATIONAL SANCTIONS. A Report by a Group of 
Members of the Royal Institute for International 
Affairs. (London, 1938: Oxford University Press. 
12s. 6d. net.) 


TuIs is the first book on sanctions which gives a 
detailed account of the effect and working of economic 
o** 
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ind financial sanctions against Italy during the Abyssinian 
campaign. It contains much interesting factual and 
statistical material concerning Italian foreign trade during 
the period of sanctions. The book deals extensively with 
the loopholes through which leakage occurred. Its 
conclusion is that it is the absence of a unanimous desire 
to apply sanctions thoroughly, rather than any technical 
obstacles or lack of efficiency, which prevents economic 
sanctions from being the safeguard of peace. 


TARIFF LEVELS AND THE ECONOMIC UNITY OF EUROPE. 
By H. LieEpMANN. (London, 1908: George Allen 
& Unwin. 2Is. net.) 

Tuts book covers the development of tariff policy in 
Europe between 1913 and 1931. It surveys the general 
trend of foreign trade in various countries and groups of 
countries, and the effect of tariff policy and the trend of 
exports upon internal price levels in relation to the world 
level. In the concluding chapter the author gives a brief 
survey of developments since the beginning of the crisis 
of 1931. The bo i is written from an essentially one-sided, 
Free Trade point of view, and attributes even the 
aggressive political policy of Germany and Italy to 
European protectionism. 


ANTIKES GELDWESEN. By WALTHER GIESECKE. (Leip- 
zig, 1938: Verlag Karl W. Hiersemann. Price 
not stated.) 

THIS book is an example of the monographs in which 
German authors excel. It gives an account of the 
monetary systems and developments of antiquity. The 
material it provides is of interest to numismatists and 
economists alike. For the general reader it is not without 
interest to learn that during the Roman days inflation 
was considered an act of revenge by the Gods, and that 
Cleopatra succeeded in maintaining monetary stability 
during her reign. 
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THE BANK OF AUSTRALASIA 


INCREASE 


SIR JOHN 


HE 1o4th annual meeting of the Bank 
| of Australasia was held on March 31 
in London. 


Sir John S anderson, who — d, said that 
for the six months to April, 1937, which 
included the time of year wher most of the 
exports from Austrz lia and New Zealand were 
machete’, prices for wool, wheat and metals 
definitely profitable, and the bank 
rally had a share in that prosperity. For 
‘ke coleanes nt half-year, prices for nearly all 
commodities, excepting gold, suffered a sharp 
decline. Meat and dairy produce, which 
formed a large proportion of exports from 
the Commonwealth and New Zealand, had 
been more fortunate in maintaining steadier 


were 








he total of the balance-sheet had increased 
and stood at the record figure, 
Specie, bullion, Government 
cash balances were more than 
loubled at {10,000,000 and_ represented 
rather less than 25 per cent. of their total 
iabilities to the public in respect of deposits. 
British Government \ustralian and New 
Government and other securities 
and the two groups 
per cent., or 9s. in 
This was an 


DV +4 720,000, 
55,040,000. 
t 


es and 








Zealand 
stood at over £38,000,000 
gether represented 45 
the f, of their total deposits. 
nusually strong and liquid position and they 

uld, in fact, prefer to have larger funds 

safe commercial advances were they 
available. 


The total profit was raised by 
Charges of management included an increase 








iJ 32,000 


f {18,000 in Australian and New Zealand 
salaries and allowances, but this, to a large 
extent, was out of their hands, and rates 


nd taxes showed a large increase of £96,500, 
The net result was eloquent of 
he fact that although its customers might be 
enjoying better times it did not necessarily 
follow that the bank was doing measurably 
better in respect of profits. It had not been 
easy to maintain an adequate margin between 
the interest rates of deposits anc 1 advances 


to #209, 700 





AUSTRALIAN EXPORTS AND IMPORTS 


Australia and New Zealand relied for their 
future prosperity upon maintaining a con- 
siderable margin of exports over imports. 
as estimates suggested that the wool 

clip in Australia for the year ending 30th 
June, 1938, would exceed that of 1936-37, one 
of the largest on record, when it was round 
about 3,246,000 bales. The average price 
per bale realised was, for 1936-37, £20 14s. 2d. 
(Australian), but owing to the serious decline 


IN TOTAL 


SANDERSON’S 


PROFIT 


REVIEW 


in prices during the past twelve months the 
average price per bale for the current year 
was likely to be substantially less. The area 
under wheat in the Commonwealth increased 
from acres in 1935-36, yielding 
144,217,000 bushels, to 12,342,000 acres in 
1936-37 yielding 150,559,000 bushels. Figures 
for 1937-35 indicated an acreage of 14,000,000 
and a probable yield of 175,000,000 bushels, 
of which about 100,000,000 bushels would be 
available for export. 


12,000,000 


The production of ee in Australia con- 
tinued to expand, being 1,380,000 oz. in 
1937 valued at £12,000,000 (Australian), com- 
pared with 1,175,000 oz. for the previous 
year. Silver and lead were produced to the 
annual value of approximately {5,000,000 
(Australian). 


For the year 1936 
tralian exports over 
£36,000,000 _ sterling. Against that there 
were commitments of about {25,500,000 
sterling for interest on public debt payable 
in London, leaving a balance of £10,500,000 
sterling out of w hich any addition to London 
funds had to be provided. Owing to the 
large increase in imports and to the fall in 
the price of wool, the 1937-38 figures were 
not expected to produce so good a showing. 
Since the Lyons ministry had been in power 
conversions in London had been effected with 
a Saving in interest of £3,256,000 sterling or 
over {4,000,000 (Australian) per annum. 


37 the excess of Aus- 
imports was about 


During the year the report of the Com- 
mission on currency and banking organisation 
in Australia had been issued. The result was 
not unfavourable to the trading banks in that 
it recognised the services they had rendered to 
the community and did not favour their 
nationalisation. Nevertheless, the report 
contained recommendations that had not been 
greeted with unqualified approval, among 
them the granting of wider powers to the 
Commonwealth Bank in certain directions. 
If the Government decided that legislation 
was required it was to be hoped that the 
existing elasticity of the Australian banking 
system, which hz ad stood the country in good 
stead for so mi iny years, would be preserved. 
So far as possible, the legislation should not 
seek to impose rigidity in cases which many 
authorities felt convinced could better be left 
to be treated by reason and good will rather 
than by compulsion. 


POSITION IN NEW ZEALAND 


In New Zealand an important policy 
measure had been passed providing for trade 
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between New Zealand and Germany on a 
barter system. The wool exported from the 
Dominion during the year ended 30th June, 


1937, was valued at {18,770,000 (New 
Zealand), an increase of £6,000,000 over 
the preceding year. Exports of butter 
were 2,900,000 cwt., valued at just under 
{16,000,000 (New Zealand), and of cheese 
over I} million cwt. valued at nearly 


ai 
£4,500,000 (New Zealand). For the twelve 
months ended De cember, 1937, New Zealand’s 


total exports of ‘‘ produce only ’’ amounted 


to £66,713, New Zealand), of which the 
United Kin y lom took {50,724,000 New 
Zealand Her imports totalled £56,000,000 


I 


(New Zealand), so that she had a favourable 





trade balance of £10,5c0,000 (New Zealand) 
It was no exaggeration to say that con- 
ditions in Australia at the present time bore 





favourable 












comparison with those in any 
other country. In this happy atmosphere 
the 150th anniversary of the landing of 
Ca llip at Botany Bay was cele- 
br. 3 heir present well-being, and 
the contemt n st achievement, the 
people of lia would, it could be con- 
fidently felt, not relax their efforts nor lose 
sight t necessity for ever-increased 
efficiency in order that the progress of the 
past one hundred and fifty years should be 
maintained i the pe riod of the 
financial and economic crisis Australia was 
subjected to a bitter experience. By a great 
national ¢ t the character 


and thanks to 
of her people, she overcame her difficulties 
and emerged a and more efficient 
nation. nder the spur of necessity the 
Australian primary pri ducers and the manu- 
facturers found that it was px to reduce 
costs of production by improving their 
methods and by utilising the most up-to-date 





stron 


ssible 

















means of working based on recent scientific 
research. As a result, in many industries 
Australian costs were brought closer to world 
export price es, and there had been a welcome 
decrease in the need for extreme tariff 
protection. 
THE FUTURI 
Given a maintenance of the spirit that 
animated tl yple of Australia during the 
cent criti ars, he had little fear of the 
future [It was essential, however, that there 
should be und government In this 
connection he would express appreciation of 
the sound | itions being 
de in respect of secondary industries by 
Tariff Board and of the Government 
endeavours to arrange treaties with foreign 
countries for the expansion of reciprocal 
He » directed attention to the 
reement between the wool growers of 
Australia, New Zealand and South Africa for 
the promotion of interests of the wool 





industry in genera 





Future prosperity was at least equally 
dependent uj improvement in the 
international itmosphere and upon 
:melioration « rld economic situation. 

Che report was adopted 


Company Meeting 


ALLIED LONDON 
PROPERTY SOCIETY 


\ YEAR OF 





PROGRESS 


HE annual general meeting of the Allied 
T London Property Society, Ltd., was 
held on March 30, at the society's 
offices, 23, Holborn Viaduct, London, E.C. 

Sir A. J. Callaghan (the chairman), who 
presided, said that he was sure that those 
who had read the report and the statement 
of accounts would agree that the suggestion 
of progress he then threw out a yeara 
been more than amply confirmed. 

It would be seen from the balance-sheet 
that the rents received had risen to £34,040 
The society now held 230 houses, 639 flats 
54 garages, and nine shops, and the houses 
were let at rents from 14s. 6d. to 27s. 6d 
per week inclusive. That was most satis- 
factory, because those houses let at 14s. 6d 
per week contained three bedrooms, two 
living-rooms, kitchen and bathroom, and, in 
addition, there was a garden. 

The Ordinary share capital had been in- 
creased during the year from £13 ,467 t 
£41,034, and the Debenture stoc < had risen 
from {64,405 to £104,260. re ~ehold and 
leasehold properties stood in the books at 
{407,098 and were valued at cost. It had 
further been certified by two independent 
chartered surveyors—surveyors entirely in- 
dependent of the society—and they were of 
opinion that they were worth many thousands 
of pounds more than the figure ¢ at which they 
stood in the books. 

Mr. R. Davies (managing 
that the chairman had referred to the great 
progress which they had made during the 
past year, and they had plans in rome which 
should result in even greater and quicker 
progress. There was an ample field for thei 
endeavours, because quite recently an officia 
survey was made into the lack of accommoda- 
tion for which the society catered in this 
country, and it was found by hgeoe Government 
that there was a definite shortage of such 
accommodation of at least 500,000 houses 
hey had been able to cope with it to the 
extent of about a thousand, so that they had 
still a very long way to go. He thought 
shareholders would agree from the figures 
that while they had progressed they had also 
had in mind their slogan ‘ safety and 
security. In view of the increase in ‘profits 
the dividend of 8 per cent. might seem con 
servative, as undoubtedly it was, but he 
thought it was a wise plan to keep to the 
8 per cent. dividend and to ploug! 1 the re- 
mainder back into the society’s reserves, 50 
that they could make even greater progress 
and make the shares more valuable. — 

The report and accounts were unanimously 
idopted. 
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Bank Meeting 


THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 





TREND OF aasincusesetiancciinsane AL TRADE 





MR. A. D’ANYERS WILLIS’S SURVEY 





HE eighty-fourth Ordinary General 
sieeting of the Chartered Bank of India, 

Australia and China was held on March 30 
in London. 

Mr. A. d’Anyers Willis (the chairman), 
in the course of his speech, said : The result 
of the year’s tr: ading is a net profit of £491,065, 
against £496,682 a year ago, a decrease of 
{5617. When you remember that last 
year we have had to provide a substantial 
sum for National Defence Contribution, I 
trust you will not consider the result unsatis- 
factory. We paid the usual interim dividend 
last September, and we propose to pay a 
final dividend at the rate of 14 per cent. per 
annum, to allocate £35,000 again to the 
officers’ pension fund, and to set aside 
{40,000 on account of contingencies. 

ADVANCE IN PRICES OF PRIMARY 

PRODUCTS 

At the beginning of 1937 there was a 
feeling that world prosperity was at last 
returning. This promise of recovery was 
disturbed in the first instance by a too 
rapid and unjustified advance in the prices of 
certain primary products caused by the bane- 
ful activity of speculators in the markets for 
hese primary products. In the summer came 
e Far Eastern crisis to add to an unstable 
mic situation in America the factor of 
apprehensiveness regarding the international 
situation. The British index of prices for 
primary products, which stood at 163-9 at the 
end of December, 1936, rose to 181-9 by the 
end of March, 1937. Since then it has declined 
abruptly almost without a break till at the 
end of 1937 it had fallen to 147-4. The 
world is still hoping for a recovery in Ameri- 
can business, and trade activity, on which, as 
the U.S.A. is the largest individual con- 
sumer, the restoration of confidence in the 
general outlook for primary producers so 
greatly depends. 














CHINA 
In the Far Eastern sphere of the bank’s 
— the year opened in an atmosphere 
t cauti ous optimism. Superficially, at least, 
€ political situation in China seemed to be 
more hopeful than at any time since the 
mauguration of the Republic. The unification 
movement had made substantial progress, 
the new national currenc y had gained 
stability, and there were indications that the 
national finances w ere being reorganised 
along lines appropriate to a modern pro- 
gressive State. 
The outbreak of hostilities in the Shanghai 
district last August affected the Chinese 
commercial banks adversely and revealed 
that their assets were far from liquid, in 





many cases due to their large investments in 
the Chinese Government Internal Loans, and 
to advances against property. A situation 
immediately arose wherein the Chinese 
Government had to choose between inflation 
or the imposition of a moratorium upon the 
liabilities of the Chinese banks to the public. 
The latter alternative was decided upon, and 
as a result, the depositors were deprived of 
the use of their balances with Chinese banks 
except for small weekly payments. 

The information that has reached me from 
our managers in China inspires the belief that 
no development has yet taken place which 
would be likely to impair permanently the 
profit-earning capacity of the bank as a 
whole. You will be gratified to learn that the 
material losses sustained by the bank at its 
branches in China have, so far, been slight. 


INDIA 

In the economic sphere, India, in common 
with other primary producers, profited by the 
general rise in commodity prices which took a 
definite upward trend in the last quarter of 
1936. The increase, both in quantum and 
value of primary commodities, substantially 
enhanced the purchasing power of countries 
producing them. 

Coupled with the rise in value of raw 
products, there was a marked improvement in 
the international exchange of goods, and 
India’s share in this respect showed marked 
expansion until the recession set in during the 
latter part of 193 

THE OUTLOOK 

The United States of America—with their 
enormous purchasing power—are a very 
important factor in respect of any general 
world recovery, but until the authorities 
there have solved their industrial and agri- 
cultural problems—which are so much 
bound up with the serious question of 
unemployment—I fear that a real recovery 
in international trade is likely to be gravely 
retarded. 

Under normal conditions, the Far East is a 
very important field of the Bank’s operations, 
but until the present chaotic conditions there 
show some improvement, I think it only but 
right to sound a note of warning that the Bank 
can scarcely look to being able to work 
profitably in China and Japan this year. 

However, we have ample evidence in the 
past of the amazing recuperative powers of 
both China and Japan, and if the present 
most unfortunate state of affairs comes to a 
speedy end, I feel confident we should see a 
very rapid recovery. 

The report and accounts were unanimously 
adopted. 
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MERCANTILE BANK OF INDIA 


SATISFACTORY 


CHARLES INNI 


SIR 


fifth annual neral mecti 


HI rty ni 
of the Mercantile Bank « 
I March 29 at 
SI CLI the 


K.¢ 


Innes 
chairman, in the course of 


t at the retirement of Lord 


Is speech, 


expressing I 
Catto from e chair, said: You will notice 
in the ilance-sheet that our deposits ai | 
by /1 . oo com] ired with las V ind 
that on t ot r side there s been 1 
ncreas e million g j is 
nd () { 5 € 
pension fund, t f unt and 
Che net profit is at t 3 
vear in spite f I ving had 1 } 


for National Defence Contribution for n 
months. You have ird so much of the 


recovery ot trade that som ol 1 may 
have expected a larger figure of profit, but 
the bank is an ex inge bank mainly « 
gaged in the financin 1 Eastern trade, and 
is well known that the recovery of reign 
trade has lagged behind that « home ti 
Moreover, we had special difficulties in 19 
[he year, indeed, began well. In the first 
three months trade was active in most of the 


operate, and 
in some ¢ 


in which we 
trade conditi 


countries 
by March 


ns 





had almost begun to approach t 
sions of a boom But the second half 
did 1 i t first 
' 
WI Vhnat 
re n the 
1 the in 
can readily 
} 
1 the 





ind its repercussions were felt in 

every country in which we = are 
established, particularly India and Malay: 

Finally there came in the autumn the 





quite unexpe recession of trade in the 


cted 


United States of America The effects of 
this recession were world wide, but America 
so dominates the market in such commodities 
as rubber and tin that nowhere were they 
felt with greater severity than in countries 
like Malaya. I think I have said enough to 


show that, having regard to all the circum 
stances of the year, we may legitimately 


regard our net profit with satisfaction 


S 


hi ifter 





YEAR’S RESULTS 


ON THE OUTLOOK 


POSITION IN INDIA 








he two outstanding events of 
a were the inauguration of 
momy and the separation 
th measures imposed extra 
( revenues, the sep: n 
‘ 251 lakhs and the i n 
provincial autonomy 193 lakhs 


in Waziristan 


idditional expenditur 


rhe 
caused 


is a testimony to Sir James Grigg’s 


military operations 
} 


heavy 


husbar central venues t 


these extra burdens lie was 1 


1ding ol 


providing for 


re 














only able to make an immediate contributi 
of 138 lakhs for the financing of provinci 
utonomy but was also able to balanc 
Budget for next year without any in 
taxation 

rt tea ind 
vear, thanks t 
tion si m und 
still remains 





> Pp riod ot } 
remunerative prices cotton mills hai 
also done well. The feature of the year for 
them was a large increase in exports both 
varn and cloth, due partly to the preoccupe- 
tion of Japan with the war with Cl 


nartl ti 
partly t 





Ind ana 


1 ’ : — 
» the stoppage « { the Chinese mils 


THE SINO-JAPANESE WAR 
After referring to the position in Burma 
Siam, Ceylon and Malaya, he I an 
afraid that I cannot paint a very cheerfu 
picture of Shanghai I can say nothing 
the future except that, with a return to nor 
mal conditions, are well equipped t 
resume our increasing share of financing t 
trade of Shanghai, and that past experience 
ows what astonishing powers of recuf 
tion Shanghai has; but trade cannot rec 
until the war ends, and unfortunately th 
of an early termination of the 


said ° 


we 





SI 





are no signs 
struggle. 

The prospects for the coming year are ne 
quite so encouraging as they were a year ag 
but there is no need for pessimism. I think 
I can say with some confidence that, thanks 
to the support which you have consistent} 
atforded the Board, your bank is in a strong 
position. 

rhe report and accounts were adopted. 
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ESTONIA 


The Budget of 1937-38 and Budgetary 
Estimates for the Year 1938-39 


HE budgetary year 1937-38, which closed on 
t March 31, 1938, may be considered as one of the 

most successful, yielding a revenue of 99:7 mil- 
lion kroons, this figure surpassing all previous years. It 
should be mentioned that the revenue for 1937-38 
does not include any income {rom credit operations. 
The growth of receipts from the Customs, the biggest 





ath single item of revenue, was smaller than that under 
— other headings, in spite of the fact ay imports expanded 
considerably. Taken as a whale the increase of revenue 


is not the result of higher taxation but of advancing 

prosperity. . 
| The total estimates for 1937-38 amounted to 
| 99°9 million kroons, of which the original Budget formed 
89:9 million, the first supplementary Budget 8+5 million, 
— and the second supplementary Budget 1-5 million 
lance his | kroons. Of the total expenditure, 44-7 million kroons, 
on or 44°7 per cent., were utilised on administration of the 
economic life such as tr. unsport and communications, 
agriculture, spirit monopoly; 27:3 per cent. being ex- 
pended on defence organisation. The major groups of 
revenue, compared with estimates of 1938-39, and 
receipts for 1936-37, are given in a table on the next page. 





wsa* 
tse Comparing the expenditure of the past budgetary 
ina a year with that of the average expenditure during the 
e mills last ten years, which totalled 83 million kroons annually, 
R a considerable increase is noticeable. As regards the 
Burma realisation of last year’s Budget it may be stated that 


not only have the effects of the economic crisis been 
overcome, and the tasks left undone during that period 
fulfilled, but it has been possible to accomplish a great 





cing t amount of constructive work, and to surpass in economic 
wns production the pre-crisis level. 
recovet The Budget of 1938-39 is balanced at 99-3 million 


kroons being, in comparison with the actual Budget of 
the previous year, 0-4 million kroons smaller. In the 
main, of course, the Budget estimates have been based 
on the economic deve lopment and achievements of the 





mea past year when progress was shown in agriculture, 
, strong industry, trade, shipping, and also banking, and have 


a 
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been calculated on revenues for eleven months of the 
last financial year. The revenues for 1938-39, compared 
with the actual revenues of the preceding year, are as 


: ] j 
follows (in thousand kroons) : 
) iC V \ a ) 1935-39 1937- 35 
increase -+- increase 
1938-39 1937-38 reduction — reduction 

| esti- actual compared’ « -ompare d 
mates with 1937-38 with 1936-37 
In per cents, 
Stamp duties and fees 5,000 5,020 20 +I1-Q6 
Income-tax and 
trade tax bs 9,050 9,200 150 +26°44 
Customs ty «« | 22,300 22,662 362 tf 5°95 
Excise = 8,900 3,276 624 17°07 

Spirit monopoly ‘is 1S,000 17,071 - 9 10°93 
| Railways... .. 15,700 15,570 1 I24 +-13+52 
Postal, telegraph and 
| telep yhone we 6,450 6,401 II fF 2I*76 
Forests ia i? 5,200 4,738 + 462 4°55 

Other revenue ia $,093 9,498 1,405 - 4°35 
| Total -» 99,293 99,702 — 409 +10°53 
| 


In the estimates for 1938-39, the revenues, on the 
whole, have remained on the same level as in 1937-38, 
some of the items such as Customs, Income-tax and 
Miscellaneous being, in fact, estimated at a lower figure, 
while the revenue from Excise, Spirit Monopoly and 
Railways has been increased. 

Of the individual Ministries, 30-2 per cent. has been 
allotted to the Ministry of Communications, 21-5 per 
cent. to the Ministry of War, 11-3 per cent. to the Ministry 
of Education, and 7-6 per cent. to the Ministry of 
Economic Affairs. 

The revenues for 1938-39 have been calculated cau- 
tiously and their realisation should, therefore, be assured. 

[t is expected that the level of prosperity in Estonia 
in the current year will generally remain on the same 
level as in the previous year. There is no reason to 
anticipate any serious setback in the economic life of 
the State. A favourable activity should continue in 
the dairy industry, as also in other important industries 
and particularly in the oil-shale industry. The only 
contraction to be anticipated is in the ‘timber trade 
owing to the low prices ruling. Even if there should be 
any ‘decline in the economic position of the leading 
countries of the World, its effect, as proved by experience, 
would only reach Estonia somewhat later. 
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Some New Barclays Branches 
Professor C. H. Reilly 


HERE are five new Barclay branches to consider 

| this time, four small ones and a fair sized block at 
Victoria Place, Eastbourne, with, I suppose, flats or 
offices above the bank. Let us begin with that. It is by 
Messrs. P. D. Stonham & Sons of that town and is, as will 
be seen, a quiet neo-Georgian block in brick and stone 
of the kind that banks are to-day almost making their own 
preserve. I suppose they feel safe with such work. 
It is certainly quiet and gentlemanly, the long Georgian 
sash windows suggesting a respectable ancestry if not the 
modern desire tor light and yet more light. The white 
window frames and bars make in themselv es without any 
dressing-up a rich and pleasant contrast to the field of 
plain brickwork. One must have plenty of the latter for 
the necessary dignity and solidity of a bank building and 
therefore the windows, as well as having small panes of 
glass in these days when vast sheets of plate are available, 
must not in themselves be too big or they would use up too 
much of the wali. The convention which is being estab- 
lished goes further. The banking floor, that is the ground 
storey, should be faced with stone and the windows to it 
must be different from and larger than those of the 
domestic part above. They are, I notice, generally tall 
and round arched. In this they depart from the Georgian 
precedent for the big windows of the Georgian houses 
were the first floor ones corresponding to the with-drawing 
rooms. This difference, of course, upsets the Georgian 
proportions for following the Italian palazzo they not 
only meant a low ground floor and a high first one but a 
main cornice placed where it would be if the ground 
floor were the base on which stood an order of columns and 
pilasters. These latter often were not there, indeed 
generally, but they were always implied. Then another 
thing which no real Georgian building would have per- 
mitted is the corner entrance, still so beloved of banks, 
though the public houses which at one time shared this 
eccentricity have now given it up. Generally, this corner 
entrance not only means an ill-balanced exterior to the 
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banking storey and an unpleasant interior to the banking 
hall such as one could never live with in a private room 
without going mad, but an unbalanced look to the whole 
structure ior generally the cut off corner for the door has 
to be taken up the full height of the building. Clearly 
then our banks are only Georgian and gentlemanly me 
to a point. The essence of Georgian architecture like 
that of all the classical styles is balance, symmetry and 
proportion. All these the banks are ready to throw over 
if they interfere with their programme, that is to say 
with their supposed function. What they retain is not 
the essence of the style but its stigmata, its accidental 
touches. It’s an amusing English compromise when one 
begins to think about it. It must delight foreigners. 

Let us now see how far the Eastbourne branch follows 
this British compromise or this British bank convention 
whichever one likes to call it. Certainly it follows it 
and rather cleverly but with variations which are worth 
noting. There are the long white Georgian windows with 
their bars and small panes making a series of rich spots on 

lain brick field. There is the white ground storey of 
the bank with its tall round arched windows bigger than 
the first floor ones. These latter have been deposed from 
their priority in a real Georgian building, yet there is 
nevertheless the suggestion of an implicit order of columns 
or pilasters standing on the stone storey as on a plinth, for 
between the second and third where the cornice to the 
order would be in a Georgian building, is a heavy stone 
band to represent it. Above this is what in the Georgian 
building would be an attic storey with square or squarish 
windows. Here they are tall ones like those below but a 
little less so. Going up the building from the ground floor, 
then the Georgian or classical arrangement of windows 
would be short, long, long, short. Here the arrangement 
is long, long, long, long, but with each window a little less 
long than the one below, a logical arrangement for present 
needs just as the Georgian one was for the domestic 
needs of that day. This being so, I suggest it would be 
better to drop the cornice and the implic. ation it makes of 
an order. I think this building would look both simpler 
and stronger with its clean plain stone storey and then the 
three plain brick ones each of diminishing height because 
they are each a little less important but “with no cornice 
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or band representing it breaking into them. The heavy 
cornice band, having lost its Georgian meaning, cuts the 
building about unnecessarily and diminishes the field of 
brickwork on which the building really relies. 
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Architect Vessrs. KR. W. Stunnam @ oon 


BRANCH AT VICTORIA PLACE, EASTBOURNI 


If the cornice is a difficulty the architects have made a 
success of the corner entrance as far as the exterior 1s 
concerned and by a very clever move though I doubt 
Whether it corresponds to anything on the plan. They 
have made the chamferred forty-five degree face the corner 
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entrance as forced upon them into what appears to be 
the centre face of the sort of large octagonal bay Georgian 
buildings so often had. This bay they have projected 
arg and they have made at the other end of their long 
facade a similar projection, including the door to the 
upper premises, to balance it. I think this is rather 
wicked but very clever. It has on the exterior made 
the whole building as it were face the way the corner 
entrance looks and consequently not made the corner 
entrance seem the afterthought it so often does. I wish 
one knew what happens in the banking hall. The bank 








Messrs. R. D. Stonham & Son 


THE BANKING HAL! VICTORIA PLACE BRANCH, EASTBOURNE 


has kindly sent a view of the banking hall but naturally 
one looking the other way. From this one sees what 
difficulties at the back of their site the architects have 
had to deal with. If the bank were willing to give up 
land to the public to form the corner entrance it seems a 
pity it was not willing to give up a little more to square up 
its banking hall. This latter otherwise looks a straight- 
forward room with a good simple counter, the top hamper 
of which is kept to a level line. The counter detail 
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however, is a little heavy which makes the way it butts 
into the wood and glass screen at the far end of the room a 
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(Messrs. R. D. Stonham & Sons 


THE ENTRANCE TO THE VICTORIA PLACE BRANCH, EASTBOURNE 


little more difficult than need be. 
The detail of the exterior as far as one can judge from 
p** 
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that of the stone work round the main entrance and the 
fine pair of bronze doors it encloses is, apart from the 
heavy cornice band already referred to, good and com- 
petent. The bank directors, in spite of the inconsistencies 
I have pointed out and largely I feel sure forced on the 


Architect Messrs. Edgington & Spink 
THE ETON BRANCH 

architects, should be very pleased with the general effect 

of this branch. :; 

The Eton branch by Messrs. Edgington and Spink of 

Windsor is a very different affair in imitation Tudor with 
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mullioned windows, leaded lights and many other details 
of the ‘ dark’ ages. I notice however the leaded lights 
have had to be taken out of the lower halves of the big 
bank window and plate glass substituted, so the fancy dress 
did not entirely work as was to be expected. Somehow 
Georgian dressing-up seems more sensible than Tudor, I 
suppose because it is nearer to us in point of time, and in 
the country at any rate there is little difference still 
between the way of life in the eighteenth century and that 
of to-day. To go back however to the sixteenth century 
is surely a little far-fetched. Banks were hardly in 
existence then. One sent for a convenient Jew. How- 
ever, of its scenic kind this is a good little front with a 
pleasantly unsymmetrical appearance suited to its sur- 
roundings which the large oriel window gives to it. This 
latter is no doubt a pleasant feature to the manager’s 
sitting room. I hope in his leisure hours he dresses the 
part in hose and doublet. The brick work is a little neat 
and hard for Tudor times, with its regular white joints 
rather more like the painted brickwork of a German doll’s 
house than the noble stuff of the Tudor part of Hampton 
Court Palace. I suppose this antique method of design 
and building has been chosen for Eton by the bank out of 
some kind of compliment to the School. Such a com- 
pliment I feel is rather a doubtful one. If one is a 
bearded old gentleman oneself, one does not want one’s 

footmen to wear beards too. To my thinking such play 
acting however well it is done, gives an unreal, unserious 
appearance, the last impression I suppose a bank wants to 
give. 

The Englefield Green branch by the same firm as the 
Eton branch and the Billingshurst one by Messrs.Godman 
and Kay of Horsham are very similar simple little single 
apartment buildings both in the same Georgian manner. 
One has three Georgian windows and a pedime nted door 
and the other two and a similar door. In both cases I 
notice the lower panes of the windows and the bars too 
have been taken out to allow a blind with the bank’s name 
to be inserted and I suppose a better lookout for the 
clerks when they have nothing to do. It must bean 
instruction of the bank’s premises department but is a pity 
nevertheless. Apart from this there is little to say about 
these two very similar buildings. Perhaps the Englefield 
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branch is a little stronger with its hipped back independent 
roof and its triangular pediment to the door. The white 
band on which is the bank’s name, is I should say, a 
little coarse. The Billingshurst branch is certainly more 
ladylike. Its two windows are taller and more elegant 
and the curved and broken pediment over the door is 
fanciful rather than staid. I think this latter little 
building would have been better without its thin little 
brick cornice which serves no purpose and makes a dark line 





THE ENGLEFIELD GREEN BRANCH 





across the front. I suggest too the front would have been 
broader and better with no set-back recesses under the 
windows. 

The Woodbridge Road branch at Ipswich by Messrs. 
Wrinch and Wrinch of that town is on a corner suburban 
site with the building well set back from the roads to take 
up the building lines I suppose of the suburban houses. 
If the setting back has been done by the architects it is a 
very sensible thing giving the little building an interesting 
position. The plain stretch of grass and paving and the 
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rows of little white posts and chains, though not usual 
with banks, make a pleasant feature. I wish the little 
building itself were simpler in itself and more suited to 
them. Its columned entrance gives no doubt a lodge-like 







PHE BILLINGSHURST BRANCH 





appearance, as if the building were at the entrance to a 
big estate but the rest of it is too complicated. The 
building so clearly faces the corner, which is indeed the 
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whole point of the design, that it is a pity its flanks were 
not left plainer. There was no need for them to have 
centre pieces and wings and an elaborate cornice at a 


different level to the cornice to the columns. That last is 
rather a bad blunder. It has meant two very similar 


BRANCH AT WOODBRIDGE ROAD, IPSWICH 


cornices over the columns one above the other and even so 
a bad botch where the upper one joins the cornice to the 
flanks. If one goes in for this old-fashioned classical 
method of design one must be as careful and precise as the 
old masters were, and with their example before one in 
endless books and drawings there is no reason why one 
should not be. 
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Latvian Economic Policy 
By L. Ekis 
Minister of Finance 


NEW era began in the economic policy of Latvia 
A on May 15, 1934, when the authoritarian regime 

was established in Latvia. Since then it has been 
possible to make systematic and practical progress 
towards the fullest possible exploitation of the country’s 
economic resources, and to concentrate all the country’s 
economic forces towards augmenting the wealth and 
purchasing power of the nation, employing all classes 
of the population in productive work and reinforcing the 
economic independence of the country. 

Reviewing the progress made by the present National 
Government in this direction since 1934, in the first place 
the process of stabilising agriculture and increasing pro- 
ductivity is being consistently carried out in Latvia. 
Agriculture is the natural foundation of Latvian economy, 
providing as it does a livelihood for 72 per cent. of the 
population. Nonetheless, some years ago certain agri- 
cultural products, especially grain and sugar, had to be 
imported. Latvian agriculture and in fact the whole 
economic structure in Latvia, which has been shattered 
during the war, only recovered slowly, for the process of 
recovery was impeded by the lack of a definite economic 
system. But the situation has been changed radically 
in the meantime, and Latvia now fills a notable place 
among the agricultural exporting countries of North 
Europe. Besides butter, bacon and flax which have 
always been staple products of Latvian agriculture, the 
country produces grain, sugar, eggs, potatoes, seeds and 
other products, not only for the local market but also 
for export. This is possible because the Government has 
drawn up a correct programme of production, guaranteed 
the remunerativeness of agriculture with the help of a 
system of fixed prices and regulated the financial bases 
of agricultural initiative by converting the farmers’ debts. 

Parallel to the advancement of agriculture, the work 
of reorganising and rationalising Latvian industries has 
been claiming due attention. Many countries have been 
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moving in the direction of economic autarchy in recent 
years, but Latvia has not followed their example. 
Although the Government’s economic policy aims at 
achieving the fullest possible development of the local 
productive forces, nevertheless it re(rains emphatically 
from artificially sustaining such branches of production 
as have no economic justification. It is admitted in 
Latvia that permanent achievement can be obtained 
only by promoting those branches which have a natural 
foundation in the country. 

Latvia resorted therefore deliberately to the system 
of licences in her industries. In former times when the 
customs barriers in Latvia and all other countries of the 
world were at their highest, some economically unjustified 
enterprises grew up ‘behind those barriers. In issuing 
new permits to industries, however, the Government 
has aimed at gradually eliminating the enterprises which 
had thus arisen amidst the artificial trade conditions, 
and conversely at promoting those industries which have 
a natural foundation in Latvia. In this way, local export 
possibilities are increased and this creates scope in turn 
for more extensive purchases abroad. In short, the 
exchange of goods between Latvia and other countries 
is considerably facilitated. Many of the reductions made 
lately in the import customs tariff serve this purpose. 

Great changes have also taken place in the foreign 
and domestic trade of Latvia. The improved prices 
obtainable for the principal export goods have been 
naturally conducive to the expansion of foreign trade. 
The Government has also carried out some carefully 
considered supervisory measures, such as_ stiffening 
export control, establishing strict business customs and 
usages, and ensuring foreign markets good and reliable 
service on the part. of Latvian business people. The 
results achieved completely justified the hopes under- 
lying this policy. Not only has the Latvian balance of 
trade been increasingly satisfactory in the last three 
years, but the aggregate turnovers of Latvian foreign 
“ ide also have increased rapidly. Latvia is only too 

‘lad to make use of her increased import possibilities to 
develop her economic relations with other countries. 
This is shown, inter alia, by the activity which Latvia 
has shown lateiy in her commercial treaty policy, regu- 
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lating international relations by means of preferential 
agreements. 

Internal trade has expanded considerably, consequent 
on the improved conditions in agriculture, industry and 
employment, as well as on the increased purchasing 
power and solvency of the population. In addition the 
Government’s policy for the promotion of her trade has 
had satisfactory results. To begin with, this policy has 
led to the establishment of many trading and industrial 
companies which are intended to serve as regulating 
elements in the economic branches which show dis- 
proportionate profits and which do not conform to modern 
rationalisation ideals. Furthermore, some of the new 
joint-stock companies have been established for the 
purpose of promoting certain branches which claimed but 
little interest on the part of private initiative, though 
possessing a natural foundation in Latvia. New com- 
panies have been established for importing coal and 
liquid fuel and for trading in iron, wool, confectionery, 
butter, bacon, seeds, timber materials and other goods. 
Only local capital is invested in the new companies. 
The growing influence of local capital in the different 
branches of Latvian economy naturally makes it more 
possible to avoid the excessive tutelage of foreign capital 
which has not always operated in keeping with the 
interests of the country’s economic welfare. 

A very extensive reform has been effected in Latvian 
credit economy during recent years, and this reform has 
had favourable results of a far reaching nature. Briefly, 
the network of Latvian credit institution has been com- 
pletely reorganised by eliminating the credit institutions 
which had been established for speculative purposes and 
lacked the necessary vitality, and at the same time by 
supporting the sound credit institutions which were 
capable of existence. This great reform has safeguarded 
to a great extent private initiative which had operated 
on sound bases, but which had got involved in business 
relations with shaky credit institutions. It has also 
protected the depositors from losses which were un- 
avoidable in consequence of their misplaced confidence 
in the unsound credit institutions. Two new banks 
were established in the spring of 1935, namely the 
Latvijas Kreditbanka and the Latvijas Zemnieku Kredita 
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Banka Pe Farmers’ Credit Bank), both of which 
have contributed largely to the welfare and prosperity 
of the whole country in a comparatively short space of 
time. The Latvian Farmers’ Credit Bank has stabilised 
the agricultural short term credit, and the Latvijas 
Kreditbanka has played a notable part in the financing 
of trade and industry and has assisted the Gov ernment 
in the execution of the credit reform. The Latvijas 
Kreditbanka is still engaged in this work of reform, 
liquidating and taking over the affairs of the unsound 
mutual credit and consumers’ societies. 

The successful accomplishment of the reorganisation 
of credit on the one hand and the increase of the national 
income coupled with brisker economic activity on the 
other hand has made it possible to achieve a regular and 
marked increase in the volume of savings av ailable for 
investment. This fact has, together with the readiness 
of our people to co-operate with the Government, rendered 
it possible —and that without difficulty — to finance 
various enterprises with Latvian money. A striking 
proof of this is the loan floated by the Government in 
1938 for financing the Kegums project. The sum of 
Ls. 34,000,000 required for the construction of this power 
station was subscribed, and even over-subscribed, in a 
single day. 

An important step towards the consolidation of the 
country’s economic position was taken on September 28, 
1936, when the Latvian Government aligned the lat with 
the pound sterling. From the time when Britain aban- 
doned the gold standard to that date, Latvia’s somewhat 
artificial adherence to the gold standard had placed her 
in a rather disadvantageous position, as compared with 
almost all the West European and Scandinavian countries, 
which had already devalued their currencies. The align- 
ment of the lat with the pound sterling was effected under 
favourable circumstances, as Latvian internal economy 
was already stabilised, and the reserves of gold and 
foreign currency were sufficient to prevent all speculative 
tendencies at the moment when the alignment took place. 
The financial reform has had the most favourable influence 
on the economic life of this country. Prices of domestic 
products have not increased, and those of imported goods 
have risen only to an extent justified by the increase of 
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prices in the world market. On the other hand Latvian 
export trade has become competitive, as it has no longer 
to contend, as was the case formerly, with countries 
offering similar goods at prices based on depreciated 
currencies 

The natural basis for a sound economic policy is a 
stable financial policy. In this respect too, a large 
amount of work has been done during the last few years, 
and this has resulted in an absolutely safe financial basis 
for the State Budget. The budget policy of the Latvian 
National Government is founded on four main principles : 
(r1) the balancing of the Budget, i.e. the equalisation of 
revenue and expenditure; (2) the allotment of adequate 
means for the programme of economic reconstruction ; 
(3) the definite decision to refrain from a further increase 
of taxation, combined with an endeavour to reduce the 
existing rates; and (4) the accumulation of reserves to 
cope with a possible period of depression. 

It is satisfactory to be in a position to state that all 
these aims have been accomplished in their entirety. In 
contrast with the deficits of the preceding four years, 
budgetary surpluses were registered in the last three 
years. Import duties have been considerably reduced 
and this has lightened the burden of indirect duties on 
articles of consumption. In regard to direct taxes, 
some changes have also been made in the income tax, 
which has lightened and simplified it. Nevertheless it 
has been possible for the Treasury to grant large sums 
for promoting the various branches of production, 
improving the means of communication, amelioration, 
building activities and other capital investments. 

As regards building activities in Latvi la, it may well 
be said that a veritable ‘ ‘ building era ’’ began in this 
country on May 15, 1934. The construction of the 
hydro-electric power station at Kegums on the Daugava 
is one of the gigantic undertakings of this period. The 
fulfilment of this great work will also solve the question, 
so long discussed, of the electrification of industry and 
agriculture in the district of Riga. An extensive building 
programme is also being carried out in all Latvian towns, 
which is not only alleviating the housing problem, but 
is also responding to the need for social structures and 
at the same time giving the revitalised country a new 











208 THE BANKER 


aspect. The new Government buildings, including the 
recent restoration of Jelgava Castle, new school buildings 
and others, are tangible proofs of the economic prosperity 
of Latvia. 

This short outline gives the main features of the 
present economic policy of Latvia. The work of 
economic reconstruction accomplished so far has increased 
Latvia’s economic potentialities, and it is noteworthy 
that the foundation of Latvia’s prosperity is in no way 
artificial, nor is it the result of a ruthless autarchy, 
Furthermore, the economic foundation has been laid in 
such a manner as to widen and intensify Latvia's relations 
with other countries, and make Latvia an active member 
of the international commercial organism. These results 
have been achieved in a comparatively short time, and 
this is due to the fact that there has been absolute clarity 
regarding the ends aimed at, and no lack of courage to 
work indefatigably for their realisation. 

These fundamental conditions were assured by the 
ability and authority of President Ulmanis who stands 
at the head of the National Government and enjoys the 
confidence of the whole nation. The President not only 
devised the plan of economic reorganisation in all its 
details, but also took an active part in its realisation. 
This accounts for the rapidity and smoothness of the 
process of economic reconstruction in Latvia. 


The Structure and Object of the 
Latvian Chamber System 
By Director Andréjs Bérzins 


President of the Latvian Chamber of Commerce and Industry 


HE organising of economic, social and cultural 
activities is the objective of the chamber system 
in Latvia. Its general features may be described 

thus: (1) the interests of the individual are subordinate 
to the general interests of the nation; (2) it is recognised 
that the collaboration of the different groups of society 
must replace the principle of social antagonism; (3) 
purely economic considerations are interwoven with 
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social-political aims in order to develop the intellectual 
and physical forces of the nation for joint activity in the 
material and intellectual fields. 

The political and constitutional crisis in Latvia 
reached its culminating point at the beginning of 1934, 
and ended on May 16, 1934, when the National Govern- 
ment took office under the leadership of Dr. Ka@rlis 
Ulmanis, founder and first prime minister of the Latvian 
State. There followed immediately a diligent quest for 
new forms of social-political and especially economic 
representation. 

The foundation of the economic Chambers was begun 
at the end of 1934 with the promulgation of the law 
respecting the Chamber of Commerce and Industry. At 
the end of 1935 and the beginning of 1936 the Govern- 
ment passed a number of new laws which served to mould 
still further the principles of the new system of economic 
representation and, at the same time, established an 
economic advisory body for dealing with economic 
questions on an extensive scale embracing the whole 
State. A new law on the Chamber of Commerce and 
Industry was promulgated on December 30, 1935. The 
law relating to the Chamber of Artisans was promulgated 
on December 30, 1935, and the law relating to the 
Chamber of Agriculture on January 11, 1936. Finally 
a law on the State Economic Council was promulgated at 
the turn of the year 1935/1936. The law relating to the 
Chamber of Labour came into force on May 15, 1936. 

The law of December 21, 1934, respecting the Latvian 
Chamber of Commerce and Industry was the first step 
towards the establishment of the present economic con- 
sultative institution. The Chamber of Agriculture was 
established after the Chamber of Commerce and Industry. 
The functions of these two Chambers were at first re- 
stricted to deliberations on economic laws, from the 
points of view of the respective branches of production 
represented. The first operative year of the Chambers 
in Latvia is therefore to be regarded as the probation 
period of the economic consultative regime which has 
been evolved in the meantime. The new system stood 
the test satisfactorily and gave the inspiration for estab- 
lishing the superstructure which has taken the form of a 
definite State Economic Council. 
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From the law of December 30, 1935, relating to the 
State Economic Council, it is obvious that this institution 
is an economic advisory body, which has nothing in 
common with the sometimes misleading conceptions of 
corporate parliaments and the like. The law stipulates 
that the council is expected to take part in economic 
legislation, but this participation consists in expressing 
views and recommendations on bills of an economic and 
political-economic nature which are put before the 
council by the Cabinet. 

The essential feature of the law lies in its prov’sions 
relating to the composition of the State economic 
council: “ The State economic council is composed of 
the members of the main commissions of the economic 
Chambers.”” Three of the Chambers in existence in 
Latvia at present may be regarded as economic Cham- 
bers: (1) the Chamber of Commerce and Industry ; 
(2) the Chamber of Agriculture ; and (3) the Chamber of 
Artisans. 

The laws respecting the Chamber of Commerce and 
Industry and the Chamber of Agriculture indicate 
definitely the branches of production and activity which 
these two Chambers represent. In paragraph 1 of the 
former law, for example, we read that commerce and 
industry are to be understood in the direct sense of these 
terms, including also the shipping and transport branches, 
credit economy, all kinds of insurance, real estate and 
building activity, as well as the activities of the mer- 
chants’ and manufacturers’ societies. The law respecting 
the Chamber of Artisans defers the determining of the 
branches of production and activity to be represented. 
This postponement is due to the specific difficulties which 
confront modern economists in trying to define the con- 
ception and the limits of handicrait. 

All the important branches of production and activity 
are represented in the State economic council. The 
different Chambers are represented in the council by 
their main commissions. 

Within the limits of the branches of production 
represented by each Chamber, each main commission 
fulfils representative functions. Paragraph 45 of the 
law relating to the Chamber of Commerce and Industry 
stipulates, for example, that “ it is the duty of the main 
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commission to co-ordinate the activities of the organs 
entrusted with the direct tasks of the Chamber, discuss 
and decide general questions relating to the development 
of trade and industry, and confirm reports submitted to 
the Ministries.’ The main commissions which meet 
together in the State economic council are not confined 
to the narrow limits of their branches of production and 
activity when dealing with economic problems, but act 
on a broader basis considering the interests of the State 
as a whole. 

As regards the composition of the main commissions, 
it may be observed that the new laws relating to the 

hambers separate the organs of an administrative 
character from those which are engaged in the promoting 
of actual economic work. The presidium is the com- 
petent organ in administrative matters, but there are 
special sections with their own chairmen for promoting 
the direct economic tasks of the Chambers. The members 
of the presidium and the chairmen of the sections in each 
Chamber form the main commission. 

While the Chambers which deal with commerce and 
industry, handicraft and agriculture in Latvia are 
regarded as the so-called economic Chambers, the or- 
ganisation of which is based on the principles underlying 
the respective branches of production, the Chamber of 
Labour is essentially a form of social representation for 
the achievement of social-political aims. Paragraph 1 
of the law respecting the Latvian Chamber of Labour 
states that “for representing the requirements and 
protecting the interests of paid workers and improving 
the standard of living oi Latvian workers socially, 
economically and culturally, as well as encouraging and 
promoting their initiative and self-help in these direc- 
tions, there exists a Latvian Chamber of Labour.”’ It is 
obvious, therefore, that in its structure the Chamber of 
Labour is not based on any particular branches of pro- 
duction or forms of activity as in the case of the economic 
Chambers, but rather on social conditions and the forces 
of paid labour. The Chamber of Labour is also repre- 
sented in the State Economic Council. 

Besides the economic Chambers and the Chamber for 
achieving social-political aims, there will be also two special 
Chambers for intellectual affairs. These are the Chamber 
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for Art and Literature and the Chamber for Liberal Pro- 
fessions, which are being organized. 

The State Economic Council, the superstructure of 
the economic Chambers, established by the law of 
December 30, 1935, met for the first time on January 11, 
1938, when bills were presented to it for deliberation. 
These bills were for an issue of state bonds for financing 
the construction of the Kegums power station for regu- 
lating the State security fund for the deposits paid into 
savings and loan societies, and for dealing with the 
co-operative fund. There were three commission meet- 
ings and three plenary meetings during this first session, 
in the course of which the Council set up rules of pro- 
cedure and expressed its views on the Bills presented. 


The Budget and Financial 
Problems 
By Director J. Skujevics 


State Economy Department 


URING the last two years the Latvian State 
D budget has been compiled under the law of 

March 3, 1936, relating to the State budget, 
which makes the budget a public law. The budget is 
based on the direct revenue and expenditure of Govern- 
ment institutions and enterprises in cash, but does not 
embrace indirect book-keeping operations and budgetary 
turnovers. The law divides budgetary revenue and 
expenditure into (I) current revenue and expenditure, 
and (2) those resulting from capital investments. The 
budgets of State administrative institutions and State 
enterprises which are not established as independent 
economic units have to be drawn up on the gross prin- 
ciple. The net principle is employed for the budgets of 
other enterprises and funds. ‘The State budget is com- 
piled for the fiscal year, which begins on April 1 and ends 
on March 31 of the following year. 

In their extent and structure, Latvian State budgets 
have developed in keeping with the expansion of the 
national economy. The budget total in pre-depression 
years varied between 160 and 180 million lats, and during 
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this period the budgets showed considerable surpluses 
which, in conformity with the State budget system, were 
passed to a special reserve fund. The budgets became 
smaller in the years of depression and invariably resulted 
in deficits, to cover which the reserve fund was drawn 
upon. It was only after the establishment of the National 
Government on May 15, 1934, that the State budget 
began to show a surplus again and the totals rose to the 
level registered in the pre-crisis period. This is illus- 
trated in the following table :— 


Fiscal year Revenue Expenditure Surplus (+) 
(Lats millions) or Deficit (—) 
1930/31 actual .. ‘it 172°4 174°8 — 2°4 
1931/32», a - 128-1 152°3 —24°2 
1932/33» ne ‘7 I30°1I 135°0 - £9 
1933/34» - vs 129°5 137°3 7°8 
1934/35» ~ _ 139°I 139°6 - O75 
1935/30, oe cs 150°9 146°8 4°I 
1936/37, <i ne 163°4* 157°2* + 6°2 
1937/38 budgetary forecast 180-1 180-1 — 


* Provisional report. 


The sound financial policy introduced by the National 
Government has led to an increase of revenue. It has been 
rendered possible the co-ordination of national economy 
with public financial economy and has, thereby, stimu- 
lated the economic activity. Duties are the largest item 
of State revenue, accounting as they do for about 50 per 
cent. of the aggregate revenue. The income earned by 
the different sections of the population in the various 
branches of activity does not show any great difference. 
The national income consists of comparatively equal, 
though not large, sums earned by the different sections 
of the population. It is natural that in these circum- 
stances indirect taxes on turnovers and consumption 
should form the basis of the tax system. 

The largest revenue is obtained from customs duties, 
which accounted for about 17-5 per cent. of the aggregate 
State revenue in the last two years. The importance of 
customs duties in State revenue has become almost twice 
as large as it was before the depression. In the fiscal year 
1929-1930, for example, the revenue from customs repre- 
sented 32-3 per cent. of the entire State revenue. The 
Subsequent diminution of the significance of customs 
revenue is comprehensible if we consider that, like other 
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countries under pressure of Exchange conditions, Latvia 
was forced to abandon her former policy of economic 
liberalism. Parallel to import restrictions there began 
the systematic development of national industries and 
the replacement of import goods with goods made in 
Latvia. The import structure also underwent a change. 
The revenue from import duties in the current fiscal year 
will be smaller, consequent on the sweeping reductions 
in the rates of import duty which took effect at the end 
of 1936. It is estimated, however, that this decrease of 
income will be adjusted by the increased revenue from 
the export duties as the rates have been raised on timber 
materials and hides. The turnover of foreign trade is 
also increasing rapidly. 

The excise duty on tobacco, matches, beer, wines, 
yeast and other goods of minor importance yields II per 
cent. of the total revenue. Among the excise duties, 
that on tobacco is of primary fiscal importance, compris- 
ing as it does 62 per cent. of the total excise revenue. 

Stamp duty is also of fiscal importance inasmuch as 
it contributes 7 per cent. to the budgetary revenue. 

Incorne tax ranks foremost among the direct taxes. 
Both physical and juridical persons are liable to this tax. 
The exemption limit for income tax is fixed at 2,000 lats, 
but in respect © { salaries the tax is levied on 60 per cent. 
of each salary only. Agriculture and its subsidiary 
branches are completely exempt from income tax. For 
this reason the number of payers of income tax is small 
and its imposition affects only 15 per cent. of the total 
income of the nation. Income tax yields altogether 
about 15 million lats. Of this sum the Exchequer 
receives two-thirds and the municipalities the remainder. 

Besides income tax there exists a remunerative 
system for imposing a preliminary tax on funded income, 
which embraces urban and rural real estate, trade and 
industry and other minor taxes. The revenue from real 
estate taxes is fairly constant and amounts to about 
20 million lats yearly, the greater part of which is passed 
on to the municipalities. 

The revenue from the trade and industry tax is now 
double what it used to average during the period 1925- 
1935, consequent on the prosperity of Latvian industries 
and the growth of commercial turnover. This tax now 
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contributes about 4 per cent. to the total budgetary 
revenue. 

State monopolies are another important source of 
revenue, but only two of these monopolies, viz. spirit 
and sugar are of fiscal importance in Latvia. The profit 
derived from the spirit monopoly accounts for 13 per 
cent. of the State revenue and from the sugar monopoly 
8 per cent. 

The flax monopoly, which was established in 19109, is 
the oldest. At the outset this monopoly was purely 
fiscal in character, as the farmers were paid lower prices 
than were obtained in export trade. But on the collapse 
of flax prices in the world market this monopoly acquired 
an entirely national economic character and has not 
yielded any profit in recent years. 

Apart from the above-mentioned monopolies, the 

Post, Telegraph, Telephone and Broadcasting services 
may also be regarded as monopolised institutions, which 
yield a small margin of profit to the State. 
' State enterprises and the capital invested in State 
enterprises contribute 15 per cent. of the aggregate 
budgetary revenue. In this connection it may be 
observed that according to the classification of the 
budget, the State railways and State forests are included 
in the group of State enterprises. 

The State forests rank first among the State enter- 
pene in respect of their yield, accounting as they do for 
85 per cent. of the total profit of State enterprises. 
Moreover the State forestry profit does not include the 
income derived from the extraordinary exploitation of 
State forests, for in accordance with the budgetary 
classification the latter income is included in the proceeds 
from capital investment. The revenue from the forests 
is particularly large in the current year, as a result of the 
higher prices paid for timber in the world market. 

Turning now to the expenditure side of the budget, 
there can be seen at once a perceptible variation in ‘the 
structure of the expenditure budget in the different 
fiscal years. During the years of depression there was 
a perceptible decrease of expenditure in respect of the 
investment of State capital, social relief and civil 
servants’ salaries. On the other hand, the combating 
of the economic crisis involved considerable special 
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expenditure. Large sums had to be spent for relieving 
unemployment and promoting national economy. Par- 
ticularly important was the support which had to be 
given to agriculture. For this reason provision has been 
made in the budget until lately for regulating the seed, 
butter, cheese, meat and egg markets. And thanks to 
these precautionary measures, agriculture continues to 
prosper. The budgetary assignment for national 
economy advancement has been somewhat smaller in the 
last few years, consequent on the improved prospects for 
Latvian export goods in foreign markets. None the less, 
even now about 7 per cent. of the State budget is utilised 
for this purpose. 

The maintenance of administrative and State institu- 
tions involves about 32 per cent. of the State budget and 
is the largest item of expenditure. This item has been 
growing lately in consequence of the gradual restoration 
of the deductions from civil servants’ salaries made in 
the years of depression. The State now plays a more 
active part than formerly in the fields of economic and 
cultural development, and this naturally necessitates an 
enlargement of the staff in some of the Government 
Offices. 

Miscellaneous grants are the second largest item of 
State expenditure, involving about 15 per cent. of the 
total expenditure. This group includes educational sub- 
sidies (mainly contributions towards the pay of municipal 
school teachers), pensions, medical assistance, contribu- 
tions to health insurance funds and social relief. 

There has been a steady growth of capital investment 
in recent years. In this connection a new building age 
has begun in Latvia. New buildings are being con- 
structed for State and public needs, schools on modern 
lines, new bridges, highroads and railway lines are being 
constructed in all parts of the country. The Government 
also promotes the building of fire proof buildings in the 
countryside. The great hydro-electric power station 
which is being built at Kegums on the banks of the 
Daugava will yield up to 180 million kWh of power on 
its completion towards the close of 1939. 

The Government concluded a loan in Sweden for 
building the Kegums power station. Besides this loan 
there are the foreign debts which were incurred (1) during 
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the Latvian war of independence, (2) in the early years 
of independence, and (3) for relieving the flood-stricken 
areas in 1929. The foreign indebtedness of Latvia 
averaged Ls. 70 per capita of the population in 1937. 

The State budget for the fiscal year 1937-38 was 
favourably influenced by the monetary reform which the 
National Government of Latvia enforced at the end of 
1936. The alignment of the lat with the pound sterling, 
which was the essence of the reform, has widened our 
access to foreign markets and had a stimulating effect on 
the export producing branches. 


Latvia’s Monetary Policy 
By Alberts Zalts 


Secretary-General of the Latvian Chamber of Commerce 
and Industry 

HE Latvian monetary unit is the lat which, in 
accordance with the law of September 28, 1936, 
is equal to 0-0396487 of a pound sterling. The 
lat is divided into 100 centimes. Prior to the promulga- 
tion of that law at the time when Latvia left the gold 
standard and aligned its monetary unit with sterling 
(ratio about 1/25 of the English pound), Latvian currency 
was based on gold and the monetary unit, the lat, con- 
tained 0-2903226 grammes of pure gold. The gold 
content of the Latvian gold lat was equal to that of one 
Swiss gold franc. When after the Great War a general 
movement in favour of a return to the gold standard 
set in, Latvia was one of the first countries to return to 
the gold standard. The law respecting currency was 
passed on August 3, 1922. Definite determination to 
maintain the gold standard was shown in the provision 
that the Latvijas Banka (Bank of Latvia) was prepared 
at any time to exchange its notes for gold on demand. 
The regulations concerning the exchange of notes for 
gold were, as observed above, cancelled by the law of 
September 28, 1936, after which date Latvia not only 
abandoned the gold standard, but also altered the value 

of its monetary unit in relation to foreign currency. 
September 28, 1936, is a significant day in Latvia’s 
monetary policy, inaugurating as it did a new era. During 
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the most difficult years of the crisis, Latvia had en- 
deavoured to maintain her former monetary system and 
the old value of the lat. That system had been held to 
be absolutely essential to the process of economic recon- 
struction after the war. The Latvians are in general 
a thrifty people, but a sound monetary system was 
necessary for restoring this national virtue after the 
war, and the introduction of the gold standard on 
August 3, 1922, facilitated considerably the work of 
reconstruction and contributed much to the desired 
economic stability. This accounts for the persistence 
with which Latvia adhered to the gold standard during 
the years of the crisis. 

In 1931 it was necessary either to readjust the value 
of the lat to that of foreign currency in order to stimulate 
exports, thus maintaining the equilibrium of the foreign 
trade balance, or to restrict imports and control the 
movement of foreign currency in order to check the 
efflux of currency from this country. The Latvian 
Government decided on the latter course. On October 8, 
1931, the ‘“ Regulations governing foreign currency 
operations’ were issued, making the acquisition and 
disposal of foreign currency dependent upon a permit 
from the Latvijas Banka. The existence of exchange 
centrol hinders economic progress, and Latvia would 
certainly not have resorted to it, except of necessity. 
But even the recourse to currency control did not shield 
the Latvian gold monetary system from extraordinary 
pressure and this led in the end to a readjustment of 
the question of cover. 

The statutory provisions of the Latvijas Banka of 
September I9, 1922, respecting the security of bank- 
notes, stipulated a cover of 50 per cent. in gold or stable 
foreign currency in the event of an issue not exceeding 
L. 100,000,000. This percentage of cover was obviously 
extraordinarily high. On May 27, 1936, Latvia decided 
to reduce the percentage of cover from 50 to 30 per cent., 
but this reduction was only a passing step on the way 
to the ultimate devaluation of the monetary unit which 
was carried out on September 28, 1936. 

There is no doubt that the monetary law of Sep- 
tember 28, 1936, has helped to remould and make more 
flexible the foreign trade regime, for the institution which 
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had to control the trade in foreign currency is now to be 

regarded rather as an apparatus for registration purposes 
W hen there ceases to be need of an administrative restric- 
tion of trade in foreign currency. Moreover, the adminis- 
trative apparatus for imports, the so-called quota 
system, no longer exists for the purpose of the restriction 
but rather for the systematisation of foreign trade. The 
change in the monetary policy has also had a marked 
effect upon the character of the customs duties. The 
rates of import duty were lowered extensively on October 
20 and 28, 1936, shortly after the alteration in the rate 
of exchange of the lat. These reductions served a dual 
purpose: (1) Latvia wished to emphasise that the 
monetary reform was not directed against international 
economic co-operation, and was not intended to intensify 
economic autarchy; (2) by reducing the customs duties 
the Government made timely provision against a rise in 
the cost of living. 

The consequences of the reduction of the rate of 
exchange—both economic and _ social-political—always 
require most careful consideration. Latvia adjusted the 
rate of exchange in order to align the lat with the curren- 
cies of those countries which had already altered their 
exchange rates, and it was Latvia’s earnest desire to 
avoid unfavourable social-political consequences such as, 
for example, an excessive and disproportionate increase 
in the cost of living, or a lowering of the standard of living. 
About 18 months have elapsed since the monetary reform 
was effected in Latvia, and this is a sufficiently long 
period for forming conclusions. The index of the cost 
of living has increased, but only to a moderate extent. 
The statistics indicating the cost of living for a workman 
resident in Riga, in the month of December in the years 
1933-1937, as compared with the index-year 1930 (which 
is equal to 100) show the following picture :— 

1933 1934 1935 1936 1937 

72 69 69 72 81 
The growth of the turnover of Latvian foreign trade 


in the last three years is illustrated in the following table 
(lats, in thousands) :— 





1935 1936 1937 
Imports 2 . 100,980 121,867 231,199 
Exports ‘ ee 98,747. 138,347 260,863 
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The value of the import and export turnovers grew 
rapidly between 1936 and 1937. The influence of the 
monetary reform was already noticeable during this 
period, but it would be a one-sided view to ascribe the 
improvement of trade solely to the change in the monetary 
policy. The last few years were boom years for inter- 
national trade in general, and there was a lively demand 
for Latvian goods, which made it possible to pay for 
her increased imports. 


Latvian Credit Institutions and 
Banking Policy 
By A. Klive 


President of the Council of the Latvijas Banka 


"Tee Latvian banking system comprises three main 





groups of credit institutions, (a) State, (b) com- 

munal and (c) private credit institutions. Besides 
these, there are the loan and savings societies which 
belong to the so-called co-operative societies’ group and, 
according to their economic character, may be regarded 
as; small credit institutions which collect the savings of 
wide circles of the population and act as the channel for 
the loans from the bigger banks to the individual economic 
units, especially in the countryside. 

There are three State credit institutions in Latvia, 
viz. the Latvijas Banka (Bank of Latvia), the Valsts 
zemes banka (State Land Bank) and the Latvijas hipotéku 
banka (Latvian Mortgage Bank). The Latvijas Banka 
is a State enterprise, for the security of whose operations 
the State is responsible. The Latvijas Banka has a 
double function to fulfil. In the first place, as the 
country’s bank of issue it regulates the circulation of 
money, conducts the trade in foreign currency and super- 
vises its movement, and in the second place, as a com- 
mercial bank, it provides commerce, industry and agri- 
culture with short-term credit. 

The second State credit institution, the State Land 
Bank, was established for granting loans on rural real 
estate. This is a long term hypothecary credit institu- 
tion, which naturally plays an important part in the 
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conditions obtaining in an agrarian country, which 
Latvia essentially is. The State Land Bank rendered 
invaluable assistance in the establishing of over 122,000 
new farms. The process of readjustment to the altered 
economic structure involved heavy expenditure and the 
long term loans granted by the State Land Bank amounted 
to over 200 million lats by the year of 1936. On the 
strength of special legislation the State Land Bank is also 
authorised to take over the short term debts of the farmers. 
The debts thus transferred are converted by the State 
Land Bank into long term, ordinary amortisable loans, 
in so far as they are based on first mortgages. 

The Latvian Mortgage Bank is the third State credit 
institution. This bank grants loans against urban real 
estate. The State bears the responsibility for the 
operations and the security of the Latvian Mortgage 
Bank. 

The communal credit institutions include (a) the 
communal savings banks, (b) municipal banks and 
(c) the municipal pawn-shops. They do not figure so 
prominently in the banking life of Latvia, the scope of 
their activities being strictly limited by their own 
character. The fact remains, however, that in the course 
of their development the communal credit institutions 
rank among the most stable and reliable credit institu- 
tions in Latvia. 

The private credit institutions form a chapter of their 
own in the history of Latvian banking. The reforms 
which have been carried out in recent years in conse- 
quence of the economic crisis have effected mostly the 
private credit institutions, and the joint-stock commercial 
banks in particular. Although it was the crisis which 
gave rise to these reforms, they were also intended to 
effect radical structural changes in the whole system of 
Latvian banking. The joint-stock commercial banks 
which were established aiter the war, included a large 
number of credit institutions which resumed their pre- 
war activities, but there were also some new banks. The 
liberality which marked the course of establishing the 
new joint-stock banks, resulted in certain defects which 
threatened to become fatal in 1931, when the banking 
crisis broke out, for the number of banks proved to 
be too large and out of all proportion to the economic 
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and general commercial requirements of Latvia. These 
structural defects soon affected the cost of credit and 
ultimately placed the banks themselves in a Gifficult 
position. The question had to be tackled. On April rr, 
1935, the Latvian Government passed a law establishing 
the Latvijas Kreditbanka. The primary object was to 
stabilise the position of the commercial joint-stock banks. 
The law on the Latvijas Kreditbanka stipulates that the 
bank is to take the place of credit institutions which 
become insolvent, and the bank must assume the obliga- 
tions of such credit institutions towards depositors, 
creditors and shareholders. The declaration of insolvency 
in respect of the banks which are in financial straits is 
made by the Latvian Cabinet. Asa result of the activity 
of the Latvijas Kreditbanka, the number of commercial 
joint-stock banks has been reduced to seven, and the 
number of the other private institutions has also been 
reduced. Thus the field of private banking has been 
cleansed. At the same time the Litvijas Kreditbanka 
ranks foremost among the private commercial joint-stock 
banks in Latvia, in respect of ordinary banking operations. 
After the stability of the private credit institutions 
had been restored, their commercial operations became 
more concentrated and stable. The general increase in 
economic activity naturally led to a substantial growth 
of the turnovers of these credit institutions. According 
to the provisional computation of the State Board of 
Statistics the principal accounts of the leading private 
credit institutions (six commercial joint-stock banks, 
two mutual credit societies and two communal credit 
institutions) were as follows at the end of 1937, compared 

with the returns of the two proceeding years. 
1935 1936 1937 


(Lats, in millions) 
60°9 97°8 148-5 


Deposits 
Loans granted ‘ 60-3 84°9 129°8 
Loans received - - wa ia 9°5 14°3 8-6 


The savings and loan societies are a co-operative 
type of small credit institutions which have always 
played a notable part in Latvian credit economy. The 
law respecting co-operative societies and their unions 
was passed on June 18, 1937. This law lays down the 
conditions for establishing savings and loan societies, 
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and regulates the activities of these societies; it marks 
a decisive change in the development of the whole system 
of co-operation in Latvia. The savings and loan societies 
execute such operations as (a) the accepting of deposits 
of all kinds, (0) the granting of loans to members against 
promissory notes, bills of exchange, bonds, precious metal 
and other securities, and (c) the re-pledging of promissory 
notes and re-discounting of bills, etc. 

Considering the high degree to which the interests 
of the public are affected by the credit institutions, the 
supervision and control of the latter have claimed 
particular attention. The supplements and alterations 
which were made in the Credit Code on December 10, 
1936, with regard to deposits serve to facilitate the 
control over the extent of deposit operations in general. 
The law above-mentioned respecting co-operation serves 
a special purpose, however, and this is the stricter super- 
vision of deposit affairs in the savings and loan societies. 
The legislative measures adopted by the Latvian Govern- 
ment, however, are not confined only to safeguarding the 
interests of the public which are naturally linked with the 
activities of the credit institutions. A special law was 
published on January 17, 1938, on the strength of which 
a State security fund was established for the deposits paid 
to the savings and loan societies. The object of this law 
is partly to promote the activity of the savings and 
loan societies, but mainly to protect the depositors. 
In accordance with this law the State undertakes the 
guarantee for the deposits in the savings and loan 
societies which operate on the strength of the law 
respecting co-operative societies and their unions. Thus 
a special security fund has been established for this 
purpose. This security fund exists at the Ministry of 
Finance and is employed for refunding the deposits in 
full, if there is a lack of means for doing so after the 
realisation of assets of the savings and loan societies in 
liquidation. 

There were 325 savings and loan societies in the 
countryside and 207 in the towns of Latvia on January I, 
1937, in which year the balances of these rural and urban 
societies totalled 63-3 and 42-4 million lats respectively. 
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Latvian Agriculture 
By Agr. P. Gravis 


Director of the Depariment of Agriculture 


tion of about 2,000,000. 

Latvian independence was proclaimed on Novem- 
ber 18, 1918, and the Constituent Assembly was con- 
vened in 1920 after the successful conclusion of the 
war of independence. One of the first legislative 
measures which claimed its attention was one to remedy 
the abnormal agrarian conditions in Latvia, as this 
was essential for the consolidation of the State. Agrarian 
conditions were so abnormal that in 1920, for example, 
about 800 landlords possessed 48-1 per cent. of the whole 
area of landed property, while the farmers owned only 
39°3 per cent., the State I0-r per cent., the clergy 
I‘ per cent. and the municipalities 1-4 per cent. 
Private estates were very large, up to 70,000 hectares 
in size, and certain families of big landowners possessed 
several estates, which covered a total area of up to 
300,000 hectares. 

The Constituent Assembly promulgated the agrarian 
reform law in September, 1920, and on the strength of 
this law the large estates and church land were pooled in 
the State land fund, but a part of the landed property, 
ranging between 50 and 100 hectares, was left in the 
possession of each of the former owners, irrespective of 
their national origin. Factories and large enterprises 
were also not expropriated, for the Government of Latvia 
had no intention of pursuing a policy of socialisation. 

The enforcement of the agrarian reform was com- 
pleted at the beginning of 1937. About 200,000 units of 
land were partitioned out of the State land fund. Of this 
number 162,000 units were apportioned in the country- 
side. Of these 50,000 pieces of land were allotted to 
round off existing small tarms, and 113,000 were allocated 
to establish farms of various sizes; 38,000 building sites 
were apportioned in the towns. About 200,000 Latvian 
citizens, irrespective of creed and national origin, received 
land in this way, and if we include their families, we find 


[E ticn has an area of 66,000 sq. km. and a popula- 
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that every third Latvian citizen derived benefit from 
the reform. 

The agrarian reform was a measure which arose out 
of social necessity. It was essential to internal stability 
and social peace. It converted Latvia into a country of 
small farms. The following table shows the number and 
size of the agricultural units under exploitation in this 
country :— 

Number Percent. Total acreage Per cent. 








ha 
Upto 2hectares .. 55,689 20°2 31,338 0°7 
2-10 - .. 66,966 24°3 415,053 9°3 
10-30 is .. 113,304 41-1 2,006,939 44°7 
30-50 5 -. 24,302 8-8 948,469 2I°I 
50-100 ,, -. 14,366 5:2 936,797 20°9 
Over 100 __,, a 1,071 0°4 147,769 3°3 
275,698 100 4,486,965 100 


In carrying out the agrarian reform, special care was 
taken to guard against diminishing agricultural produc- 
tion. In establishing the numerous farms in the different 
regions of the country due attention was paid to the 
branches of agriculture best suited to each region. This 
accounts for the successful expansion of Latvian agricul- 
ture. Compared with the situation in pre-war years, the 
cultivable areas has increased by 24 per cent. and the 
crops are also larger. Compared with the period 1g09- 
1913, the average yield per hectare in 1926-1935 shows 
the following improvement: rye from g to II quintals, 
wheat from 12 to 12-7 quintals, barley from 8-2 to 9:8 
quintals, oats from g-1 to 9g quintals and potatoes from 
80 to 112 quintals. It was necessary to import grain in 
the post-war years from 1922-1932, during which period 
over I,000,000 tons of rye and wheat were imported from 
abroad, but since 1932 the local crops of grain have been 
sufficient for the entire home requirement and it was 
even possible to export over 300,000 tons of grain during 
the period 1934-1936. It may also be observed that flax 
IS a permanent export item, 16,000 tons of which were 
shipped from Latvia in 1936. There is also a regular 
export trade in linseed, clover, timothy and vetch seeds, 
and lately also in potatoes. 

The acreage under field plants (clover, etc.) has been 
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growing steadily and the yield averages about 34 quintals 
per hectare. The improvement of the agricultural land 
which was devastated during the Great War has been 
impe ded by lack of capital. The process of improvement 
has only just been started on a large scale and the average 
crop of hay is also still rather small, varying between 
12 and 30 quintals per hectare. 

Very rapid has been the expansion of stock farming 
together with its principal branch, viz. dairying, from 
which the farmers derive 52 per cent. of all their income. 
The dairy industry was established in Latvia before the 
Great War, and the export of butter, which was begun in 
1g1I, rose to 878,000 kilograms in 1914. Business was 
suspended during the war and resumed in 1921. Con- 
siderable headway has been made in this branch of rural 
industry in the meantime, and Latvia now ranks sixth 
among the butter exporting countries of Europe, with an 
export volume of about 18 million kilograms yearly. The 
United Kingdom is the principal buyer of Latvian butter 
at present, taking about 60 per cent. of the total volume, 
followed by Germany (30 per cent.) and other countries. 
The export of cheese is also being organised. Much 
progress has been made in the export of livestock. Cattle, 
sheep and pigs are exported both live and killed. About 
122,000 pigs were exported in 1936. 

Various public institutions and societies have been 
organised in order to enhance the development of stock 
farming and dairying. There were in 1936, for example : 
(a) 280 dairy societies, (6) 775 organisations for super- 
vising stock farms, (c) 270 stallion. stations, (d) 917 bull 
stations, (e) 240 boar stations, and (f) 364 ram stations. 
With the exception of 20 dairy societies, all these organi- 
sations began operations after 1919. Gardening, poultry 
farming and pisciculture, though smaller branches of agri- 
culture, are expanding gradually. 

The Latvian Chamber of Agriculture, which was 
established in 1935, organises all the work connected 
with agronomical assistance under the guidance of the 

Minister of Agriculture. The Chamber has a staff of 
640 persons. About 500 local agricultural societies are 
subordinate to the Chamber, and ‘through the medium of 
these societies the Chamber maintains “contact with the 
farmers, helps them to adopt systematic methods of 
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farming and, in general, regulates and promotes all forms 
of agricultural activity. 

As compared with pre-war times the agricultural 
production has increased to such an extent that the 
vield suffices not only for domestic requirements, but 
also for export purposes. These gratifying results are 
largely the outcome of the judicious agr icultural policy 
of the Latvian Government. Dr. Karlis Ulmanis, Presi- 
dent and Prime Minister of Latvia, is the inspirer and 
executor of this policy which is based on the fundamental 
idea of making agriculture remunerative by pursuing a 
favourable State economic policy. It is worthy of note 
that agriculture is by tar the most important branch of 
domestic occupation in Latvia, providing as it does work 
and a livelihood for two-thirds of the whole population. 
In Latvia the prosperity of the merchants, manufac- 
turers, workmen and all other sections of the population 
depends on the well-being of the farmers, for the farmer 
is the leading employer who pays the largest amount of 
wages. He is also the biggest buyer and seller. It is, 
therefore, in the interests of the nation and State to 
make agriculture profitable, and the State seeks to do so 
by regulating the produce market, facilitating building 
activities and land amelioration, providing credit on 
1easonable terms, financing the organisation of agrono- 
mical assistance and maintaining agricultural schools and 
research institutions. 





Trade and Commercial Policy 
By Director A. Sakenfelds 


Trade and Industry Depariment of ihe Ministry of Finance 
c | NHE character of Latvian foreign trade is determined 


toa large extent by the role and significance of the 

different factors of production. For this reason, there- 
fore, the course of development peculiar to Latvia as an 
agrarian country is eloquently reflected in the structure 
and tendency of its foreign trade. Prominent among its 
exports are timber materials and by-products, such as 
plywood and articles of the paper industry; livestock 
and dairy produce, such as pigs, bacon, hides, butter and 











eggs; agricultural produce including grain, seeds of various 
kinds, flax and flax yarn. Manufactured goods rank fore- 
most among the imports, especially articles required for 
agricultural purposes and various raw materials, such as 
fertilizers, chemicals, fibrous stuffs for the textile industry, 
coal and coke, oil products, metals and articles thereof. : 

In mapping the course of Latvian foreign trade, the 
greatest care has to be taken always to steer clear of the 
tendency towards an intensive and exaggerated autarchy. 
The rather extensive export of agricultural produce and 
the simultaneous small development of local industries 
are features characteristic of agrarian countries which 
have led to the sound division of international labour as 
a basis of foreign trade policy. 

Latvia has concluded commercial treaties with almost 
all countries with which Latvian industry has connection. 
These treaties are based, practically without exception, 
on the widely conceived most-favoured-nation principle, 
the only limitation being the inclusion of the Baltic and 
Soviet clauses. 

The foreign trade turnover reached the post-war peak 
in 1929 totalling 636 million lats. Under the influence 
of the economic crisis both imports and exports receded 
perceptibly, and the turnover of foreign trade dropped 
in 1933 to the lowest level of 173 million Jats. Since then 
the turnover has been growing gradually, reaching a total 
of 260 millions in 1936 and about 500 million lats in 1937. 
The increase in the value of the turnover is due largely 
to the firmer tendency of prices which characterized the 
beginning of 1937, and in no small measure also to the 
alignment of the lat with the pound sterling which took 
place in September 1936. 

The commercial relations between Latvia and many 
countries are very good. The part which Great Britain 
plays in the aggregate turnover of Latvian foreign trade 
has been growing in prominence in recent years, Great 
Britain now accounts for a little over 28 per cent. of the 
aggregate turnover of Latvian foreign trade. The com- 
mercial agreement of 1934 has justified itself admirably 
and its fulfilment has not caused difficulties or given rise 
to any misunderstanding between the Contracting Parties. 
Among the Latvian goods exported to the United 
Kingdom there are bacon, butter, eggs, flax, timber 
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materials, such as sawn goods, boxboards, pitprops, 
sleepers, aspen blocks, and plywood, also matches, paper, 
cardboard, flax yarn, tanned leather, chocolate and con- 
fectionery, clover seed, etc. Coal ranks foremost among 
the imports from the United Kingdom. Among the other 
imports there are British textiles, herrings, wool, wool 
waste and woollen tissues, tinplates, agricultural machines, 
industrial machines, locomotives and other mechanical 
driving gear, pipes of all kinds, wrought iron and steel, 
automobiles and spare parts, tyres, etc. An expanding 
tendency has been noticeable lately in the development of 
trade between Great Britain and Latvia, and the satis- 
factory balance of trade registered in Latvia’s favour is 
justifiably constant, for our exports to Great Britain 
consist almost exclusively of agricultural produce and 
raw materials, while we import large quantities of British 
manufactured goods. 

The concentration of the export of the principal 
Latvian products in the hands of large selling organisations 
has furthered the development of our export trade. 
Butter and eggs, for example, are exported only through 
the medium of the A/S. “ Latvijas centralais sviesta 
eksports ’’; the export of bacon is centred in the A/S. 
‘‘Bekona eksports ’’; the seed export trade is conducted 
by the A/S. “‘ Latvijas centralais séklu eksports,” and 
the flax trade is centred in the “ Valsts linu un kanepaju 
monopola uznémums.”’ Such a centralisation of the export 
trade makes it possible to serve foreign buyers satisfactorily 
and, in particular, to meet the requirements of the British 
market in respect of quality and terms of delivery. 

The present commercial policy of Latvia is noteworthy 
for its liberal tendencies, and these are revealed in (1) the 
abolition of quotas for various import goods; (2) the 
perceptible increase in the importation of other goods; 
and (3) the lowering of the rates of import duty. The 
customs duty was lowered at the end of last year on very 
many commodities, such as herrings, cotton, wool, 
artificial silk, metals, various chemicals, etc. 

There has also been a very great improvement in 
domestic trade in recent years. The turnover of home trade 
rose from &63 million lats to 1,017 million lats during the 
period from 1933 to 1935, and this includes the turnover 
of goods which grew from 750 million lats to 897 millions. 
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The turnover of house trade continued upwards also in 
the last two years. The internal trade of Latvia shows 
definite indications of the general prosperity which this 
country is experiencing and it reflects the continuously 
successful development of our entire economic life. 

The commercial legislation expresses the internal 
trade policy of the State. Trade, as a vocation, is not 
subject to any limitations in Latvia except in cases where, 
for safeguarding the public health or for the sake of State 
security, the permission of the administrative institutions 
is necessary for opening certain commercial enterprises. 
In respect of their legal form, commercial enterprises 
are mostly of single proprietorship without the rights of a 
juridical person. Greater importance attaches, however, 
to companies and, especially to joint-stock companies. 
Various regulations govern the situation and the activities 
of these and a special regulation was issued on December 1, 
1g22, respecting the activities of foreign companies in 
Latvia. The latter regulation stipulates that foreign 
joint-stock and share companies as well as other companies 
with limited liability may operate in Latvia only by 
permission of the Ministry of Finance, and the more 
detailed conditions governing these activities have to be 
sanctioned in each separate case. 

The organisation and the development of the system 
of consumers’ co-operation have always claimed special 
attention in Latvia, in order to safeguard the interests of 
consumers. A new law respecting co-operative societies 
came into force on July 1, 1937. By virtue of this law, 
the whole system of consumers’ co-operation has been 
reorganised, so as to to make it more flexible and better 
adapted to the exigencies of modern business life. The 
central organisation ‘‘ Turiba ’’ stands at the head of the 
consumers’ co-operative societies. The supplying of the 
consumers’ co-operative societies with import goods Is 
one of the important tasks which the “ Turiba”’ has to 
fulfil. 

By creating a firm foundation for the turnover of 
domestic trade and by simplifying and consolidating the 
mechanism of foreign trade, Latvian commercial policy 
aims at facilitating and extending the economic relations 
with other countries. The pursuance of the policy has 
resulted in a gradual increase of the aggregate commercial 
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turnovers and has also made it possible to adjust the 
balance of import and export trade. 





Latvian Industries, Transport and 
Building Activities 


By Roberts Liepins 
Mayor of Riga 


HERE was a rapid industrial expansion in Latvia 
T during the second hali of the nineteenth century 

and by 1910 there were 782 industrial enterprises 
in operation with 93,000 workmen. Of these 329 were 
large enterprises which gave employment to 84,000 hands. 
This industrial period ended abruptly in 1914. At the 
outbreak of the Great War all the big factories were 
either dismantled and evacuated to the interior of 
Russia or were destroyed. When the war came to an 
end there was practically nothing left of the once 
flourishing industries of Latvia. 

The peace treaty which Latvia concluded with the 
Soviet Union provided for the return of the industrial 
plant to Latvia. That meant nothing because the 
machines had been damaged beyond repair or lost in the 
vast Russian Empire, or had been installed in the muni- 
tion factories. In these circumstances, it was necessary 
to consider the building up of new industries in Latvia 
and a new industrial structure which conformed to the 
altered conditions in the Latvian State and the actual 
requirements of the country. 

The post-war development of Latvian industries, 
as compared with the situation in 1910, is illustrated in 
the table printed on the following page :— 

The table reveals the radical change which has taken 
place in the structure of Latvian industry. In contrast 
with the big industrial enterprises which were predominant 
before the war, small industries are now a characteristic 
feature of Latvia’s industrial structure. The National 
Government is endeavouring to bring about a concen- 
tration of capital. It promotes the establishment of 
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new joint-stock companies in the leading branches of 
industry. In the metal and machine branch, for example, 
the ‘‘ Vairogs”’ metallurgical and wagon-building com- 
pany was established w ith an original stock of Ls.8,500,000 
in 1936. The trading and industrial company “ Kalkis ” 
(Lime) with a basic capital of Ls. 200,000, the trading and 
industrial company “ Kiegelnieks ” (Brick-maker) with 
a basic capital of Ls. 500,000, and the ‘ Aldaris” 
brewery with an original stock of Ls.4,000, 000, were 
established at the beginning of 1937. The ‘ ‘Degy lela” 
(Liquid Fuel) industrial company was established with an 
original stock of Ls. 4,000,000, in the summer of the same 
year, and the Riga wool manufacturing company “ Rigas 
vilnas riipnieks ”’ with Ls. 2,000,000, original stock, the 
trading and industrial company “ Latvijas koks ”’ (Lat- 
vian Timber) with Ls. 4,000,000, original stock, and the 
trading and industrial company “ Latvijas kokvilna” 
(Latvian cotton) with Ls. 3,000,000, original stock, were 
established in autumn of 1937. The articles of the bacon 
export company “ Bekona eksports’’ which was _es- 
tablished earlier, were revised last year. In founding 
these new companies the Government seeks to con- 
centrate capital and augment the commerical stability of 
various enterprises engaged in production and foreign 
trade. 
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I9IO | 453 329 782 9,609 83,736 93,345 100 
1921 1,597 112 1,709 10,984 17,059 25,043 3I 
1928 | 2,648 239 2,887 17,256 40,562 57,818 62 
1929 2,692 256 2,948 | 17,600 44,771 62,371 67 
1932 | 3,323 200 3,523 20,015 31,904 51,919 50 
1930 | 4,904 306 | 5505 | 29,303 | 54,595 83,955 | 90 
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The industries in Latvia used steam before the war and 
electricity was not used to any notable extent. The 
situation has changed entirely since then, and elk lectrical 
motive power is employ ed in all cases where it does not 
conflict with the character of the industry. There were 
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no hydro-electric central stations of any importance in 
Latvia in pre-war times, but only thermal power stations. 
The current generated by the latter was expensive, 
especially as the coal which had to be imported for the 
thermal stations involved the expenditure of foreign 
currency. It was natural, therefore, that the exploita- 
tion of local water power claimed the attention of the 
authorities in the re-united Latvian State. 

Although geographically Latvia is a flat country 
without many hills, and the rivers do not contain large 
waterfalls, Latvian rivers can yield a large amount of 
power, ranging between 280,000 and 375,000 kW. In this 
connection the Daugava ranks foremost. Over 1,000 
kilometres long, this river has an absolute fall of 100 
metres at low water-level. The main fall, which is equal 
to 83-5 metres, is concentrated in a sector of 201 km. 
stretching from Daugavpils to Dole. After careful con- 
sideration of all the circumstances the Government decided 
to have the hydro-electric central station built at Kegums, 
46 km. upstream from Riga to produce 70,000 kW. 
In the first stage of its construction the station is to be 
equipped with three turbines for a total output of 50,000 
kW, and will be ready by November 30, 1939. The im- 
portance of this new hydro-electric station in the power 
economy of Latvia is obvious when it is recalled that of 
the 127-6 million kWh produced by the 71 power stations 
in operation in Latvia in 1935, only about 5 million kWh or 
3:7. per cent. were derived from water power. The 
remainder was produced in the thermal power stations 
where mostly coal was consumed. 

Considerable damage was done to the roads and 
railways in Latvia during the war and their reconstruction 
involved heavy expenditure. Stil] the results achieved 
are in every way satisfactory and the Latvian transport 
system has not only been restored, but also perceptibly 
improved. The length of the railway lines in operation 
in Latvia has been increased from 1,941 km. in 1913 to 
3,350 km. on January 1, 1938. This shows an increase 
of 1,409 km. or 72-6 per cent. as compared with the 
length of lines exploited before the war. At the same 
time large sums have been spent in acquiring new rolling 
stock. This expenditure has been fully justified, for 
amidst the growing economic prosperity there has been 
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a substantial increase in passenger and freight traffic 
on Latvian railways in recent years. 

Due attention has also been paid to road repair and 
the building of new highroads. It was necessary to 
improve and modernise the roads in order to cope with 
the steady growth of motor traffic. The State and 
communal administrations spend large sums for this 
purpose every year. 

In 1914, the sea-going commercial fleet of Latvia 
numbered 333 vessels (mostly sailing ships) with a total 
capacity of 126,000 gross tons. W ork had to be started 
anew atter the war, for the commercial fleet had dwindled 
to about 10 per cent. of its former size. Latvian ship- 
owners showed great initiative, and the result was that 
by the end of 1937 the number of vessels rose to 103 
units—practically all steamers—with 190,000 gross tons, 
or 43 per cent. more than the pre-war tonnage. 

Latvia suffered particularly heavily from war devasta- 
tion. Of all the buildings in Latvia 182,854 were com- 
pletely destroyed. It was necessary to re-build all these 
houses and to repair the damages sustained during the 
war years. It was also necessary to develop building i in 
the countryside in connection with the enforcement of 
the agrarian reform, for, on the strength of this reform, 
122,718 new farms were established by January I, 1937. 
All this work of reconstruction has been accomplished 
with the country’s own means, and the numerous new 
buildings in the country districts bear testimony to the 
systematic carrying out of the work of reconstruction. 
Building activities have also been very brisk in the 
towns, especially since May 15, 1934, when the National 
Government was established. 








